WEDNESDAY, DECEMBER 27, 1978 
PART IV 


t 


IN 
ly 





i 


SECURITIES AND 
EXCHANGE 
COMMISSION 


OIL AND GAS 
PRODUCING ACTIVITIES 


Financial Accounting and 
Reporting Practices Requirements 





60404 


[8010-01-M] 


Title 17—Commodity and Securities 
Exchanges 


CHAPTER li—SECURITIES AND 
EXCHANGE COMMISSION 


[Release Nos. 33-6006; 34-15416; 35-20836; 
IC-10530; AS-257] 


PART 210—FORM AND CONTENT OF 
FINANCIAL STATEMENTS, SECURI- 
TIES ACT OF 1933, SECURITIES EX- 
CHANGE ACT OF 1934, PUBLIC 
UTILITY HOLDING COMPANY ACT 
OF 1935, INVESTMENT COMPANY 
ACT OF 1940, AND ENERGY 
POLICY AND CONSERVATION ACT 
OF 1975 


Requirements for Financial Account- 
ing and Reporting Practices for Oil 
and Gas Producing Activities 


AGENCY: Securities and Exchange 
Commission. 


ACTION: Amended rules. 


SUMMARY: The Commission is 
adopting various amendments to its 
accounting and reporting require- 
ments for oil and gas producers. These 
amendments: (1) Increase the con- 
formity of rules relating to the suc- 
cessful efforts method of accounting 
to the provisions of Statement No. 19 
of the Financial Accounting Standards 
Board; (2) revise certain definitions to 
correspond to those adopted by the 
Department of Energy for its Finan- 
cial Reporting System; (3) provide an 
exemption from the disclosure re- 
quirements for diversified companies 
who meet specified criteria; and (4) 
clarify the application of the rules to 
cost-of-service regulated companies. 


EFFECTIVE DATE: The rules pub- 
lished in this release shall be effective 
initially for fiscal years ending after 
December 25, 1978 that are contained 
in filings that include fiscal years 
ending after December 25, 1979. Cer- 
tain portions are effective for purposes 
of the disclosure requirements of Reg- 
ulation S-K for filings that include 
fiscal years ending after December 25, 
1978. 


FOR FURTHER 
CONTACT: 


James L. Russell, Office of the Chief 
Accountant, Securities and Ex- 
change Commission, 500 North Cap- 
itol Street, Washington, D.C. 20549 
(202-755-0222). 


SUPPLEMENTARY INFORMATION: 
In Accounting Series Release No. 253 
(“ASR No. 253’’),' published on August 
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‘Securities Act Release No. 33-5966 (43 
FR 40688). 
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31, 1978, the Commission amended 
Regulation S-X, which governs the 
form and content of financial state- 
ments, to add new § 210.3-18, establish- 
ing accounting and disclosure require- 
ments for oil and gas producing com- 
panies. These rules apply to filings 
pursuant to the federal securities laws 
and to reports of energy information 
that are subject to the requirements 
of the Energy Policy and Conservation 
Act of 1975 (“EPCA”). ASR No. 253 
specified the form of successful efforts 
accounting to be used by companies 
following that method (a method iden- 
tical to that contained in Statement of 
Financial Accounting Standards No. 
19, ‘‘Financial Accounting and Report- 
ing by Oil and Gas Producing Compa- 
nies” (“FAS 19’), published in Decem- 
ber 1977 by the Financial Accounting 
Standards Board). 

In ASR No. 253, the Commission 
noted that the rules it was adopting 
were intended to meet certain objec- 
tives, including the following: (1) Con- 
formity of the prescribed successful ef- 
forts method to the related provisions 
of FAS 19; (2) consistency with the Fi- 
nancial Reporting System under devel- 
opment by the Department of Energy 
(“DOE”); and (3) consistency of the 
revised definition of proved oil and gas 
reserves with other published defini- 
tions. The Commission requested com- 
ments as to whether these objectives 
had been met. In response to com- 
ments received on these aspects of the 
rules, the Commission has determined 
to make certain technical amendments 
to the adopted rules. 

Further, the Commission has deter- 
mined it appropriate to add certain ex- 
emptive provisions to the rules. These 
provisions exempt companies whose 
oil and gas producing activities do not 
exceed specified criteria from the dis- 
closure requirements of § 210.3-18(k) 
for purposes of filings under the feder- 
al securities laws. This release also 
clarifies the circumstances under 
which § 210.3-18 may be deemed not to 
apply to rate-regulated companies. 

Since these amendments are intend- 
ed simply to dispense with technical 
inconsistencies in the adopted rules, or 
to provide limited exemptions from 
the rules under certain circumstances, 
and in light of the extensive public 
rule-making proceeding which led to 
the adoption of the rules, the Commis- 
sion has determined that noticing 
these amendments for comment would 
be of little or no value. Therefore, the 
Commission for good cause finds that 
notice and public procedure on these 
amendments is unnecessary, as pro- 
vided by section 553(b) of the Adminis- 
trative Procedure Act (5 U.S.C. 
553(b)). 


AMENDMENTS TO THE RULES 


A number of technical amendments 
to §210.3-18 are being made in re- 
sponse to requests that maximum con- 
formity with the descriptive material 
and interpretive guidance of FAS 19 
be achieved: 

The definition of ‘‘exploratory well’ 
in § 210.3-18(a)(10) has been revised to 
include the wording used in FAS 19. In 
addition, definitions have been pro- 
vided in § 210.3-18(a) for ‘‘acquisitions 
of properties,” “exploration costs,” 
“development costs,” and “production 
costs.” These definitions incorporate 
into the rules a portion of the infor- 
mation that was stated in ASR No. 253 
under “Description of the Rules.” In 
particular, the definitions clarify the 
accounting for the different classifica- 
tions of costs, and discuss the relation- 
ship of production or lifting costs (as 
well as depreciation, depletion and am- 
ortization) to the determination of the 
inventory cost of oil and gas. 

Subparagraph (b)(5) has been added 
to specify the accounting for reimburs- 
able costs of geological and geophysi- 
cal studies, as contained in FAS 19. 

Subparagraph (e)(3) has been re- 
vised to (1) adopt the wording of FAS 
19 with respect to aggregation, for 
purposes of computing amortization, 
of large numbers of royalty interests 
whose acquisition costs are not individ- 
ually significant; (2) include restora- 
tion costs among the costs to be con- 
sidered in determining amortization 
and depreciation rates; and (3) permit 
amortization of joint oil and gas pro- 
duction to be based on the dominant 
mineral. 

The phrase ‘as incurred”’ has been 
removed from the heading of para- 
graph (f). Also, dry hole and bottom 
hole contributions have been included 
among the examples of costs to be 
charged to expense. 

Paragraph (g) has been amended to 
clarify that the accounting standards 
specifically prohibit ‘‘the deferral of 
costs of exploratory wells that find 
some oil and gas reserves merely on 
the chance that some event totally 
beyond the _ entity’s control will 
occur.” 

Subparagraph (k)(5)(xii) now states 
specifically that the amount at which 
a receivable related to a retained pro- 
duction payment is recorded should in- 
clude consideration of imputed inter- 
est. 

Subparagraph (k)(2) has been modi- 
fied to require disclosure of gross and 
net capitalized costs as of the end of 
each period for which ‘‘a complete set 
of (annual or interim) financial state- 
ments is presented,” rather than as of 
the end of each period for which a bal- 
ance sheet is presented. This will make 
it consistent with the corresponding 
requirement of FAS 19. 
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A discussion of initial retroactive ap- 
plication of the rules, similar to that 
contained in FAS 19, has been includ- 
ed in this release under “Effective 
Date.” 


DEFINITION OF PROVED RESERVES 


ASR No. 253 adopted the definition 
of proved oil and gas reserves that was 
contained in DOE’s Form EIA-23, 
“Annual Survey of Domestic Oil and 
Gas Reserves.” A number of comment 
letters pointed out that this definition 
differs somewhat from that contained 
in DOE’s Form EIA-28, “Energy Com- 
pany Financial Reporting System” 
(“FRS’”’). Since the FRS is intended to 
collect information pursuant to EPCA 
for purposes of developing a national 
energy data base, most commentators 
urged that the definition of proved re- 
serves adopted by the Commission 
conform to that contained in FRS. 

Accordingly, the definitions of 
“proved oil and gas reserves,” “proved 
developed oil and gas reserves,” and 
“proved undeveloped reserves” set 
forth in § 210.3-18(a) of Regulation S- 
X have been modified to correspond to 
those contained in Form ETIA-28. Al- 
though there does not appear to be 
any substantive difference between 
the definitions, this conformity should 
eliminate any possible ambiguity con- 
cerning their use. However, the Com- 
mission’s definition of proved oil and 
gas reserves continues to contain a dis- 
cussion of the term “existing economic 
and operating conditions,” to specify 
that current prices include considera- 
tion of changes in existing prices pro- 
vided only by contractual arrange- 
ments. 

Several commentators requested 
clarification as to whether the “cur- 
rent prices” used in determining esti- 
mates of proved reserves (and also in 
computing estimated future net reve- 
nue pursuant to paragraph (k)(5) of 
§ 210.3-18) may incorporate price in- 
creases allowed by Federal Energy 
Regulatory Commission national and 
area rate opinions or by the Natural 
Gas Policy Act of 1978, if such price 
increases have been specifically incor- 
porated into gas contracts. The Com- 
mission believes that consideration of 
such gas price escalations is appropri- 
ate only to the extent that amounts 
are fixed and determinable. Specifical- 
ly, no recognition should be given to 
potential price increases related to un- 
certain events such as an “annual in- 
flation factor.” 


EXEMPTION FROM DISCLOSURE 
REQUIREMENTS 


A number of comment letters includ- 
ed a request that an exemption be pro- 
vided from the disclosure require- 
ments of § 210.3-18(k) for registrants 
whose oil and gas producing activities 
are not significant in relation to their 
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total operations. The Commission has 
concluded that such an exemption is 
appropriate and has amended § 210.3- 
18(k) to provide an exemption (for fil- 
ings under the federal securities laws) 
from the disclosure requirements of 
that paragraph for registrants whose 
revenues, income and assets relating to 
oil and gas producing activities are less 
than 10 percent of the corresponding 
consolidated amounts for each of the 
two most recent fiscal years. For pur- 
poses of the asset criterion, proved oil 
and gas properties are to be measured 
on the basis of “the present value of 
estimated future net revenues,” rather 
than historical cost. This exemption 
does not affect the general applicabil- 
ity of the financial accounting stand- 
ards of § 210.3-18. 


APPLICATION OF RULES TO REGULATED 
COMPANIES 


The rules for financial accounting 
and reporting practices of oil and gas 
producers adopted in ASR No. 253 did 
not specifically address the application 
of those requirements to regulated ac- 
tivities. The addendum to APB Opin- 
ion No. 2, ‘Accounting for the Invest- 
ment Credit,’’? states that “differences 
may arise in the application of gener- 
ally accepted accounting principles as 
between regulated and nonregulated 
businesses, because of the effect in 
regulated businesses of the rate- 
making process,” and discusses the ap- 
plication of generally accepted ac- 
counting principles to regulated busi- 
nesses. The Commission recognizes 
that the oil and gas producing activi- 
ties of some companies may be subject 
to regulatory requirements for rate- 
making purposes. Accordingly, the in- 
troduction to §210.3-18 has been 
amended to specify that, when oil and 
gas properties are regulated for rate- 
making purposes on an individual-com- 
pany-cost-of-service basis, companies 
may give recognition to the effect of 
rate-making considerations on costs to 
be capitalized and on the basis for am- 
ortization. However, the Commission 
intends to reassess this matter upon 
completion of the Financial Account- 
ing Standards Board’s project involv- 
ing reconsideration of the Addendum 
to APB Opinion No. 2. 


INDEXING 


The indexing within paragraphs 
(a)(1), (K)(4), and (k)(5) has been re- 
vised to conform to that contained in 
the FEDERAL REGISTER’sS publication of 
ASR No. 253 (43 FR 40688). 


EFFECTIVE DATE 


The rules contained in § 210.3-18 are 
effective for fiscal years ending after 


2?This opinion was published in December 
1962 by the Accounting Principles Board, 
which then existed as the standard-setting 
body of the American Institute of Certified 
Public Accountants. 
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December 25, 1978, that are contained 
in filings that include fiscal years 
ending after December 25, 1979, al- 
though earlier application is encour- 
aged. Certain portions of § 210.3-18 are 
also effective for purposes of the dis- 
closure requirements of Regulation S- 
K for filings that include fiscal years 
ending after December 25, 1978. 

Accounting changes adopted to con- 
form to the provisions of these rules 
are to be made retroactively by restat- 
ing the financial statements of prior 
periods. Financial statements for the 
fiscal year in which these rules are 
first applied should disclose the 
nature of the accounting changes and 
their effect on income before extraor- 
dinary items, net income, and related 
per share amounts for each period re- 
stated. 

Retroactive application of the provi- 
sions of § 210.3-18 may require the use 
of estimates and approximations. A 
provision that would not have a sig- 
nificant effect on prior years’ financial 
statements need not be retroactively 
applied. Further, retroactive applica- 
tion of some provisions of these rules 
may require the use of estimates of a 
type not previously made; information 
that may have become available some 
time after the year being restated may 
be taken into account in making those 
estimates, except that estimetes of 
quantities of oil and gas reserves that 
had been made in prior years need not 
currently be revised in retrospect. 


COMMISSION ACTION 


The Commissioner hereby amends 
17 CFR Part 210 by revising § 210.3-18. 
This section as amended is set forth 
below: 


§ 210.3-18 


Financial accounting and re- 
porting for oil and gas producing activ- 
ities pursuant to the Federal securities 
laws and the Energy Policy and Con- 
servation Act of 1975. 


This section prescribes financial ac- 
counting and reporting standards for 
registrants with the Commission en- 
gaged in oil and gas producing activi- 
ties in filings under the Federal securi- 
ties laws and for the preparation of ac- 
counts by persons engaged, in whole 
or in part, in the production of crude 
oil or natural gas in the United States, 
pursuant to section 503 of the Energy 
Policy and Conservation Act of 1975 
(42 U.S.C. 6383) (““EPCA’’) and section 
1l(c) of the Energy Supply and Envi- 
ronmental Coordination Act of 1974 
(15 U.S.C. 796) (“ESECA’’), as amend- 
ed by section 505 of EPCA. The appli- 
cation of this section to those oil and 
gas producing operations of companies 
regulated for ratemaking purposes on 
an individual-company-cost-of-service 
basis may, however, give appropriate 
recognition to differences arising be- 
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cause of the effect of the ratemaking 
process. 

Exemption. Any person exempted by 
the Department of Energy from any 
record-keeping or reporting require- 
ments pursuant to section 11l(c) of 
ESECA, as amended, is_ similarly 
exempted from the related provisions 
of this section in the preparation of 
accounts pursuant to EPCA. This ex- 
emption does not affect the applicabil- 
ity of this section to filings pursuant 
to the Federal securities laws. 


DEFINITIONS 


(a) Definitions. The following defini- 
tions apply to the terms listed below 
as they are used in this section: 

(1) Oil and gas producing activities. 
(i) Such activities include: 

(A) The search for crude oil, includ- 
ing condensate and natural gas liquids, 
or natural gas (“oil and gas’) in their 
natural states and original locations. 

(B) The acquisition of property 
rights or properties for the purpose of 
further exploration and/or for the 
purpose of removing the oil or gas 
from existing reservoirs on those prop- 
erties. 

(C) The construction, drilling and 
production activities necessary to re- 
trieve oil and gas from its natural res- 
ervoirs, and the acquisition, construc- 
tion, installation, and maintenance of 
field gathering and storage systems— 
including lifting the oil and gas to the 
surface and gathering, treating, field 
processing (as in the case of processing 
gas to extract liquid hydrocarbons) 
and field storage. For purposes of this 
section, the oil and gas production 
function shall normally be regarded as 
terminating at the outlet valve on the 
lease or field storage tank; if unusual 
physical or operational circumstances 
exist, it may be appropriate to regard 
the production functions as terminat- 
ing at the first point at which oil, gas, 
or gas liquids are delivered to a main 
pipeline, a common carrier, a refinery, 
or a marine terminal. 

(ii) Oil and gas producing activities 
do not include: 

(A) The transporting, refining and 
marketing of oil and gas. 

(B) Activities relating to the produc- 
tion of natural resources other than 
oil and gas. 

(C) The production of geothermal 
steam or the extraction of hydrocar- 
bons as a by-product of the production 
of geothermal steam or associated geo- 
thermal resources as defined in the 
Geothermal Steam Act of 1970. 

(D) The extraction of hydrocarbons 
from shale, tar sands, or coal. 

(2) Proved oil and gas reserves. 
Proved oil and gas reserves are the es- 
timated quantities of crude oil, natural 
gas, and natural gas liquids which geo- 
logical and engineering data demon- 
strate with reasonable certainty to be 
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recoverable in future years from 
known reservoirs under existing eco- 
nomic and operating conditions, i.e., 
prices and costs as of the date the esti- 
mate is made. Prices include considera- 
tion of changes in existing prices pro- 
vided only by contractual arrange- 
ments, but not on escalations based 
upon future conditions. 

(i) Reservoirs are considered proved 
if economic producibility is supported 
by either actual production or conclu- 
sive formation test. The area of a res- 
ervoir considered proved includes (A) 
that portion delineated by drilling and 
defined by gas-oil and/or oil-water 
contacts, if any, and (B) the immedi- 
ately adjoining portions not yet 
drilled, but which can be reasonably 
judged as economically productive on 
the basis of available geological and 
engineering data. In the absence of in- 
formation on fluid contacts, the lowest 
known structural occurrence of hydro- 
carbons controls the lower proved 
limit of the reservoir. 

(ii) Reserves which can be produced 
economically through application of 
improved recovery techniques (such as 
fluid injection) are included in the 
“proved” classification when success- 
ful testing by a pilot project, or the 
operation of an installed program in 
the reservoir, provides support for the 
engineering analysis on which the 
project or program was based. 

(iii) Estimates of proved reserves do 
not include the following: (A) Oil that 
may become available from known res- 
ervoirs but is classified separately as 
“indicated additional reserves’; (B) 
crude oil, natural gas, and natural gas 
liquids, the recovery of which is sub- 
ject to reasonable doubt because of 
uncertainty as to geology, reservoir 
characteristics, or economic factors; 
(C) crude oil, natural gas, and natural 
gas liquids, that may occur in un- 
drilled prospects; and (D) crude oil, 
natural gas, and natural gas liquids, 
that may be recovered from oil shales, 
coal, gilsonite and other such sources. 

(3) Proved developed oil and gas re- 
serves. Proved developed oil and gas 
reserves are reserves that can be ex- 
pected to be recovered through exist- 
ing wells with existing equipment and 
operating methods. Additional oil and 
gas expected to be obtained through 
the application of fluid injection or 
other improved recovery techniques 
for supplementing the natural forces 
and mechanisms of primary recovery 
should be included as “proved devel- 
oped reserves” only after testing by a 
pilot project or after the operation of 
an installed program has confirmed 
through production response that in- 
creased recovery will be achieved. 

(4) Proved undeveloped reserves. 
Proved undeveloped oil and gas re- 
serves are reserves that are expected 
to be recovered from new wells on un- 


drilled acreage, or from existing wells 
where a relatively major expenditure 
is required for recompletion. Reserves 
on undrilled acreage shall be limited 
to those drilling units offsetting pro- 
ductive units that are reasonably cer- 
tain of production when _ drilled. 
Proved reserves: for other undrilled 
units can be claimed only where it can 
be demonstrated with certainty that 
there is continuity of production from 
the existing productive formation. 
Under no circumstances should esti- 
mates for proved undeveloped reserves 
be attributable to any acreage for 
which an application of fluid injection 
or other improved recovery technique 
is contemplated, unless such _ tech- 
niques have been proved effective by 
actual tests in the area and in the 
same reservoir. 

(5) Proved properties. 
with proved reserves. 

(6) Unproved properties. Properties 
with no proved reserves. 

(7) Proved area. The part of a prop- 
erty to which proved reserves have 
been specifically attributed. 

(8) Field. An area consisting of a 
single reservoir or multiple reservoirs 
all grouped on or related to the same 
individual geological structural feature 
and/or stratigraphic condition. There 
may be two or more reservoirs in a 
field that are separated vertically by 
intervening impervious, strata, or lat- 
erally by local geologic barriers, or by 
both. Reservoirs that are associated by 
being in overlapping or adjacent fields 
may be treated as a single or common 
operational field. The geological terms 
“structural feature” and “stratigra- 
phic condition” are intended to identi- 
fy localized geological features as op- 
posed to the broader terms of basins, 
trends, provinces, plays, areas-of-inter- 
est, etc. 

(9) Reservoir. A porous and perme- 
able underground formation contain- 
ing a natural accumulation of produc- 
ible oil and/or gas that is confined by 
impermeable rock or water barriers 
and is individual and separate from 
other reservoirs. 

(10) Exploratory well. A well drilled 
to find and produce oil or gas in an un- 
proved area, to find a new reservoir-in 
a field previously found to be produc- 
tive of oil or gas in another reservoir, 
or to extend a known reservoir. Gener- 
ally, an exploratory well is any weil 
that is not a development well, a serv- 
ice well, or a stratigraphic test well as 
those items are defined below. 

(11) Development well. A well drilled 
within the proved area of an oil or gas 
reservoir to the depth of a stratigra- 
phic horizon known to be productive. 

(12) Service well. A well drilled or 
completed for the purpose of support- 
ing production in an existing field. 
Specific purposes of service wells in- 
clude gas injection, water injection, 


Properties 
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coe 
steam injection, air injection, salt- 
water disposal, water supply for injec- 
tion, observation, or injection for in- 
situ combustion. 

(13) Stratigraphic test well. A drill- 
ing effort, geologically directed, to 
obtain information pertaining to a spe- 
cific geologic condition. Such wells 
customarily are drilled without the in- 
tention of being completed for hydro- 
carbon production. This classification 
also includes tests identified as core 
tests and all types of expendable holes 
related to hydrocarbon exploration. 
Stratigraphic test wells are classified 
as (i) “exploratory-type,” if not drilled 
in a proved area, or (ii) ““development- 
type,” if drilled in a proved area. 

(14) Acquisition of properties. Costs 
incurred to purchase, lease or other- 
wise acquire a property, including 
costs of lease bonuses and options to 
purchase or lease properties, the por- 
tion of costs applicable to minerals 
when land including mineral rights is 
purchased in fee, brokers’ fees, record- 
ing fees, legal costs, and other costs in- 
curred in acquiring properties. 

(15) Exploration costs. Costs in- 
curred in identifying areas that may 
warrant examination and in examin- 
ing specific areas that are considered 
to have prospects of containing oil and 
gas reserves, including costs of drilling 
exploratory wells and exploratory- 
type stratigraphic test wells. Explora- 
tion costs may be incurred both before 
acquiring the related property (some- 
times referred to in part as prospect- 
ing costs) and after acquiring the 
property. Principal types of explora- 
tion costs, which include depreciation 
and applicable operating costs of sup- 
port equipment and facilities and 
other costs of exploration activities, 
are: 

(i) Costs of topographical, geograph- 
ical and geophysical studies, rights of 
access to properties to conduct those 
studies, and salaries and other ex- 
penses of geologists, geophysical 
crews, and others conducting those 
studies. Collectively, these are some- 
times referred to as geological and 
geophysical or “G&G” costs. 

(ii) Costs of carrying and retaining 
undeveloped properties, such as delay 
rentals, ad valorem taxes on proper- 
ties, legal costs for title defense, and 
the maintenance of land and lease rec- 
ords. : 

(iii) Dry hole contributions and 
bottom hole contributions. 

(iv) Costs of drilling and equipping 
exploratory wells. 

(v) Costs of drilling exploratory-type 
stratigraphic test wells. 

(16) Development costs. Costs in- 
curred to obtain access to proved re- 
serves and to provide facilities for ex- 
tracting, treating, gathering and stor- 
ing the oil and gas. More specifically, 
development costs, including depreci- 
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ation and applicable operating costs of 
support equipment and facilities and 
other costs of development activities, 
are costs incurred to: 

(i) Gain access to and prepare well 
locations for drilling, including survey- 
ing well locations for the purpose of 
determining specific development 
drilling sites, clearing ground, drain- 
ing, road building, and relocating 
public roads, gas lines, and power 
lines, to the extent necessary in devel- 
oping the proved reserves. 

(ii) Drill and equip development 
wells, development-type stratigraphic 
test wells, and service wells, including 
the costs of platforms and of well 
equipment such as casing, tubing, 
pumping equipment, and the wellhead 
assembly. 

(iii) Acquire, construct, and install 
production facilities such as lease flow 
lines, separators, treaters, heaters, 
manifolds, measuring devices, and pro- 
duction storage tanks, natural gas cy- 
cling and processing plants, and cen- 
tral utility and waste disposal systems. 

(iv) Provide improved recovery sys- 
tems. 

(17) Production costs. (i) Costs in- 
curred to operate and maintain wells 
and related equipment and facilities, 
including depreciation and applicable 
operating costs of support equipment 
and facilities and other costs of oper- 
ating and maintaining those wells and 
related equipment and facilities. They 
become part of the cost of oil and gas 
produced. Examples of production 
costs (sometimes called lifting costs) 
are: 

(A) Costs of labor to operate the 
wells and related equipment and facili- 
ties. 

(B) Repairs and maintenance. 

(C) Materials, supplies, and fuel con- 
sumed and supplies utilized in operat- 
ing the wells and related equipment 
and facilities. 

(D) Property taxes and insurance ap- 
plicable to proved properties and weils 
and related equipment and facilities. 

(E) Severance taxes. 

(ii) Some support equipment or facil- 
ities may serve two or more oil and gas 
producing activities and may also 
serve transportation, refining, and 
marketing activities. To the extent 
that the support equipment and facili- 
ties are used in oil and gas producing 
activities, their depreciation and appli- 
cable operating costs become explora- 
tion, development or production costs, 
as appropriate. Depreciation, deple- 
tion, and amortization of capitalized 
acquisition, exploration, and develop- 
ment costs are not production costs 
but also become part of the cost of oil 
and gas produced along with produc- 
tion (lifting) costs identified above. 
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SuccESSFUL EFFORTS METHOD 


(b) Costs to be capitalized if the suc- 
cessful efforts method of accounting is 
followed. The costs of the following 
assets involved in oil and gas produc- 
ing activities are to be capitalized 
when incurred: 

(1) Mineral interests in properties. 
Including (i) fee ownership or a lease, 
concession, or other interest represent- 
ing the right to extract oil or gas sub- 
ject to such terms as may be imposed 
by the conveyance of that interest; (ii) 
royalty interests, production payments 
payable in oil or gas, and other nonop- 
erating interests in properties operat- 
ed by others; and (iii) those agree- 
ments with foreign governments or au- 
thorities under which a _ reporting 
entity participates in the operation of 
the related properties or otherwise 
serves as “producer” of the underlying 
reserves (as opposed to being an inde- 
pendent purchaser, broker, dealer, or 
importer). Properties do not include 
other supply agreements or contracts 
that represent the right to purchase, 
rather than extract, oil and gas. 

(2) Wells and related equipment and 
facilities. Including: (i) Costs incurred 
to drill and equip those exploratory 
wells and exploratory-type stratigra- 
phic test wells that have found proved 
reserves and (ii) development costs, 


. ie., costs incurred to obtain access to 


proved reserves and provide facilities 
for extracting, treating, gathering, and 
storing the oil and gas, including the 
drilling and equipping of development 
wells and development-type stratigra- 
phic test wells (whether those wells 
are successful or unsuccessful) and 
service wells. 

(3) Support equipment and facilities 
used in oil and gas producing activi- 
ties. Items such as seismic equipment, 
drilling equipment, construction and 
grading equipment, vehicles, repair 
shops, warehouses, supply points, 
camps, and division, district, or field 
offices. 

(4) Uncompleted weils, equipment 
and facilities. Including costs incurred 
to: (i) Drill and equip wells that are 
not yet completed and (ii) acquire or 
construct equipment and _ facilities 
that are not yet completed and in- 
stalled. 

(5) Geological and geophysical stud- 
ies. G&sG studies may be conducted on 
a property owned by another person, 
in exchange for an interest in the 
property if proved reserves are found 
or to be reimbursed if proved reserves 
are not found. In such cases, the G&G 
costs shall be accounted for as a re- 
ceivable when incurred and, if proved 
reserves are found, they shall become 
the cost of the proved property ac- 
quired. 

(c) Assessment of unproved proper- 
ties if the successful efforts method of 
accounting is followed. Unproved 
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properties shall be ass 
ly to determine whether they have 
been impaired. A property would 
likely be impaired, for exainple, if a 
dry hole has been drilled on it and the 
reporting entity has no firm = ns to 
coniinue drilling. Also, the likelihood 
of partial or total impairm cok of a 
the expiration of 
approaches if drilling 
commenced on the 
property or on nearby rag Ss — 
formation that becomes available a 
the end of the period covered by | 
financial staten ts 
financial state: rents are 
be taken into account 
conditions that existed at the bal: 
sheet date. 

(1) If the results of the assessment 
indicate impairment, a loss shall be 
recogn ized by providing a a al- 
ce. Impairment of individual un- 
prove .d properties whose amare 
costs are relatively significant shall be 
assessed on a _ property-by-property 

and an indicated loss shall be 
recognized by providing a valuation al- 
lowance. When a reporting entity has 
relatively large number of unproved 
properties whose acquisition costs are 
not individually significant, it may not 
be practical to assess impairment on a 
property-by-property basis, in which 
case the amount of loss to be recog- 
nized and the amount of the valuation 
allowance needed to provide for im- 
pairment of those properties shall be 
determined by amortizing those prop- 
erties, either in the aggregate or by 
groups, on the basis of the experience 
of the entity in similar situations and 
other information about such factors 
as the primary lease terms of those 
properties, the average holding period 
of unproved properties, and the rela- 
tive proportion of such properties on 
which proved reserves have been 
found in the past. 

(2) A property shall be reclassified 
from unproved properties to proved 
properties when proved reserves are 
discovered on or otherwise attributed 
to the property. Occasionally, a single 
property such as a foreign lease or 
concession covers so vast an area that 
only the portion of the property to 
which the proved reserves relate—de- 
termined on the basis of geological 
structural features or stratigraphic 
conditions—should be _ reclassified 
from unproved to proved. For a prop- 
erty whose impairment has been as- 
sessed individually, the net carrying 
amount (acquisition cost minus valua- 
tion allowance) shall be reclassified to 
proved properties; for properties amor- 
tized by providing a valuation allow- 
ance on a group basis, the gross acqui- 
sition cost shall be reclassified. 

(d) Surrender or abandonment of 
properties if the successful efforts 
method of accounting is followed. 


essed periodical- 


property increases as 
the lease term 


+: S+ear rot 
activity has not 


issuec 


lo Wan 
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When an unproved property is surren- 
dered, abandoned, or otherwise 
deemed worthless, capitalized acquisi- 
tion costs relating thereto shall be 
charged against the related allowance 
for impairment to the extent an allow- 
ance has been provided; if the allow- 
ance previously provided is_ inad- 
equate, a loss shall be recognized. Nor- 
mally, no gain or loss s! hall be recog- 
nized if only an individual well or indi- 
vidual item of equipment is abandoned 
or retired or if only a single lease or 
other part of a group of proved prop 
erties consituting the amortization 
base is al bandoned or retired as long as 
the remainder of the property or 
group of properties continues to pro- 
Guce oil or gas. Inst the asset 
being abandoned or retired shall be 
deemed to be. fully amortized, and its 
costs shall be charged to accumulated 
depreciation, depletion, or amortiza- 
tion. When the last well on an individ- 
ua. property (if that is the amortiza- 
tion base) or group of properties Cif 
amortization is determined on the 
basis of an aggregation of properties 
with a common geological structure) 
ceases to produce and the entire prop- 
erty or property group is abandoned, 
gain or loss shall be recognized. Occa- 
sionally, the partial abandonment or 
retirement of a proved property or 
group of proved properties or the 
abandonment or retirement of wells or 
related equipment or facilities may 
result from a catastrophic event or 
other major abnecrmality. In those 
cases, a loss shall be recognized at the 
time of abandonment or retirement. 

(e) Amortization of capitalized costs 
if the successful effects method of ac- 
counting is followed. (1) Capitalized 
acquisition costs of proved properties 
shall be amortized using the unit-of- 
production method on the basis of 
total estimated units of proved oi! and 
gas reserves. 

(2) Capitalized costs of exploratory 
wells and exploratory-type stratigra- 
phic test wells that have found proved 
reserves and capitalized development 
costs shall be amortized (depreciated) 
using the unit-of-production method 
on the basis of total estimated units of 
proved developed reserves. However, it 
may be more appropriate, in some 
cases, to depreciate natural gas cycling 
and processing plants by a method 
other than the unit-of-production 
method. 

(3) Amortization, using the unit-of- 
production method as required by sub- 
paragraphs (1) and (2) of this para- 
graph, may be computed either on a 
property-by-property basis or on th 
basis of some reasonable aggregation 
of properties with a common geologi- 
cal structural feature or stratigraphic 
condition, such as a reservoir or field. 
When a reporting entity has a rela- 
tively large number of royalty inter- 


29d 


tau, 


ests whose acau 
dividually s 
gregated, 


isition costs are not in- 

significant, rsh may be ag- 
for purpose of computing 
amortization, without regard to com- 
monality of geological structural fea- 
tures or st ratigraphic conditions; if in- 
formation is not available to estimate 
reserve quantities applicable to royal- 
ty interests owned, a method other 
than the unit-of-production method 
may be used to amortize their acquisi- 
tion costs. If significant development 
costs (such as the cost of an off-shore 
production platform) are incurred in 
connection with a planned group of 
development wells before all of the 
planned wells have been drilled, it will 
be necessary to exclude a portion of 
those development costs in determin- 
ing the unit-of-production amortiza- 
tion rate until the additional develop- 
ment wells are drilled. Similarly, it will 
be necessary to exclude, in computing 
the amortization rate, those proved 
developed reserves that will be pro- 
duced only after significant additional 
Gevelopment costs are incurred, such 
as for improved recovery systems. 
However, in no case should future de- 
velopment costs be anticipated in com- 
putine the amortization rate. Estimat- 
ed dismantlement, restoration, and 
abandonment costs and estimated re- 
sidual salvage values shall be taken 
into account in determining amortiza- 
tion and depreciation rates. For those 
properties or groups of properties con- 
taining both oil reserves and gas re- 
serves, the units of oil and gas used to 
compute amortization shall be con- 
verted to a common unit of measure 
on the basis of their approximate rela- 
tive energy content (without consider- 
ing their relative sales values). Howev- 
er, if the relative proportion of gas 
and oil extracted in the current period 
is expected to continue throughout 
the remaining productive life of the 
property, unit-of-production amortiza- 
tion may be computed on the basis of 
one of the two minerals only; similar- 
ly, if either oil or gas clearly domi- 
nates both the reserves and the cur- 
rent production (with dominance de- 
termined on the basis of relative 
energy content), unit-of-production 
amortization may be computed on the 
basis of the dominant mineral only. 
Unit-of-production amortization rates 
shall be revised whenever there is an 
indication of the need for revision but 
at least once a year; those revisions 
shall be accounted for prospectively as 
changes in accounting estimates. 

(f{) Costs to be charged to expense if 
the successful efforts method of ac- 
counting is followed. Costs incurred in 
oil and gas producing activities other 
than those eee ibed in paragraph (b) 
of this section shall be charged to ex- 
pense. cai include geological 
and gecphysical costs, costs of carry- 
ing and retaining undeveloped proper- 
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ties, dry hole and bottom hole contri- 
butions, the costs of drilling those ex- 
ploratory wells and exploratory-type 
stratigraphic test wells that do not 
find proved reserves (see paragraph 
(g) of this section), and the cost of oil 
and gas produced. 

(g) Accounting for the costs of ex- 
ploratory wells and exploratory-type 
Stratigraphic test wells if the success- 
ful efforts method of accounting is fol- 
lowed. The costs of drilling explorato- 
ry wells and the costs of drilling ex- 
ploratory-type stratigraphic test wells 
shall be capitalized as part of the re- 
porting entity’s uncompleted wells, 
equipment, and facilities pending de- 
termination of whether the well has 
found proved reserves. If the well has 
found proved reserves, the capitalized 
costs of drilling the well shall become 
part of the entity’s wells and related 
equipment and facilities (even though 
the well may not be completed as a 
producing well); if, however, the well 
has not found proved reserves, the 
capitalized costs of drilling the well, 
net of any salvage value, shall be 
charged to expense. The determina- 
tion of whether proved reserves are 
found is usually made on or shortly 
after completion of drilling the well, 
and the capitalized costs shall either 
be charged to expense or be reclassi- 
fied as part of the costs of wells and 
related equipment and facilities at 
that time. Information that becomes 
available after the end of the period 
covered by the financial statements 
but before those financial statements 
are issued shall be taken into account 
in evaluating conditions that existed 
at the balance sheet date. Occasional- 
ly, an exploratory well or an explora- 
tory-type stratigraphic test well may 
be determined to have found oil and 
gas reserves, but classification of those 
reserves as proved cannot be made 
when drilling is completed. In those 
cases, one of three subparagraphs set 
forth below shall apply. Subpara- 
graphs (1) and (2) are intended to pro- 
hibit, in all cases, the deferral of the 
costs of exploratory wells that find 
some oil and gas reserves merely on 
the chance that some event totally 
beyond the entity’s control wili occur, 
e.g., on the chance that the selling 
prices of oil and gas will increase suffi- 
ciently to result in classification of re- 
serves as proved that are not commer- 
cially recoverable at current prices. 

(1) Exploratory wells that find oil 
and gas reserves in an area requiring a 
major capital expenditure, such as a 
trunk pipeline, before production 
could begin. On completion of drilling, 
an exploratory well may be deter- 
mined to have found oil and gas re- 
serves, but classification of those re- 
serves as proved depends on whether a 
major capital expenditure can be justi- 
fied which, in turn, depends on wheth- 
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er additional exploratory wells find a 
sufficient quantity of additional re- 
serves. In that case, the cost of drilling 
the exploratory well shall continue to 
be carried as an asset pending determi- 
nation of whether proved reserves 
have been found only as long as both 
of the following conditions are met: (i) 
The well has found a sufficient quanti- 
ty of reserves to justify its completion 
as a producing well if the required cap- 
ital expenditure is made, and (ii) drill- 
ing of the additional exploratory wells 
is under way or firmly planned for the 
near future. Otherwise, the explorato- 
ry well shall be assumed to be im- 
paired, and its costs shall be charged 
to expense. 

(2) All other exploratory wells that 
find oil and gas reserves. In the ab- 
sence of a determination as to whether 
the reserves that have been found can 
be classified as proved, the costs of 
drilling such an exploratory well shall 
not be carried as an asset for more 
than one year following completion of 
drilling. If, after that year has passed, 
a determination that proved reserves 
have been found cannot be made, the 
well shall be assumed to be impaired, 
and its costs shall be charged to ex- 
pense. 

(3) Exploratory-type stratigraphic 
test wells that find oil and gas re- 
serves. On completion of drilling, such 
a well may be determined to have 
found oil and gas reserves, but classifi- 
cation of those reserves as proved de- 
pends on whether a major capital ex- 
penditure (usually a production plat- 
form) can be justified which, in turn, 
depends on whether additional explor- 
atory-type stratigraphic test wells find 
a sufficient quantity of additional re- 
serves. In that case, the cost of drilling 
the exploratory-type stratigraphic test 
well shall continue to be carried as an 
asset pending determination of wheth- 
er proved reserves have been found 
only as long as both of the following 
conditions are met: (i) The well has 
found a quantity of reserves that 
would justify its completion for pro- 
duction had it not been simply a stra- 
tigraphic test well, and (ii) drilling of 
the additional exploratory-type strati- 
graphic test wells is under way or 
firmly planned for the near future. 
Otherwise, the exploratory-type strati- 
graphic test well shall be assumed to 
be impaired, and its costs shall be 
charged to expense. 

(h) Mineral property conveyances 
and related transactions if the success- 
ful efforts method of accounting is fol- 
lowed. (1) Certain transactions, some- 
times referred to as conveyances, are 
in substance borrowings repayable in 
cash or its equivalent and shall be ac- 
counted for as borrowings. The follow- 
ing are examples of such transactions: 

(i) Entities seeking supplies of oil or 
gas sometimes make cash advances to 
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operators to finance exploration in 
return for the right to purchase oil or 
gas discovered. Funds advanced for ex- 
ploration that are repayable by offset 
against purchases of oil or gas discov- 
ered, or in cash if insufficient oil or 
gas is produced by a specified date, 
shall be accounted for as a receivable 
by the lender and as a payable by the 
operator. 

(ii) Funds advanced to an operator 
that are repayable in cash out of the 
proceeds from a specified share of 
future production of a producing prop- 
erty, until the amount advanced plus 
interest at a specified or determinable 
rate is paid in full, shall be accounted 
for as a borrowing. The advance is a 
payable for the recipient of the cash 
and a receivable for the party making 
the advance. Such transactions, as 
well as those described in subpara- 
graph (5)(i) of this paragraph, are 
commonly referred to as production 
payments. The two types differ in sub- 
stance, however, as explained in sub- 
paragraph (5)(i) of this paragraph. 

(2) In the following types of convey- 
ances, gain or loss shall not be recog- 
nized at the time of conveyance: 

(i) A transfer of assets used in oil 
and gas producing activities (including 
both proved and unproved properties) 
in exchange for other assets also used 
in oil and gas producing activities. 

(ii) A pooling of assets in a joint un- 
dertaking intended to find, develop, or 
produce oil or gas from a particular 
property or group of properties. 

(3) In the following types of convey- 
ances, gain shall not be recognized at 
the time of the conveyance: 

(i) A part of an interest owned is 
sold and substantial uncertainty exists 
about recovery of the costs applicable 
to the retained interest. 

(ii) A part of an interest owned is 
sold and the seller has a substantial 
obligation for future performance, 
such as an obligation to drill a well or 
to operate the property without pro- 
portional reimbursement for that por- 
tion of the drilling or operating costs 
applicable to the interest sold. 

(4) If a conveyance is not one of the 
types described in subparagraphs (2) 
and (3) of this paragraph, gain or loss 
shall be recognized unless there are 
other aspects of the transaction that 
would prohibit such recognition under 
accounting principles applicable to en- 
terprises in general. 

(5) In accordance with subpara- 
graphs (2) through (4) of this para- 
graph, the following types of transac- 
tions shall be accounted for as indicat- 
ed in each example. No attempt has 
been made to include the many vari- 
ations of those arrangements that 
occur, but subparagraphs (2) through 
(4) of this paragraph shall, where ap- 
plicable, determine the accounting for 
those other arrangements as well. 
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(i) Some production payments differ 
from those described in subparagraph 
(1)ii) of this paragraph in that the 
seller’s obligation is not expressed in 
monetary terms but as an obligation 
to deliver, free and clear of all ex- 
penses associated with operation of 
the property, a specified quantity of 
oil or gas to the purchaser out of a 
specified share of future production. 
Such a transaction is a sale of a miner- 
al interest for which gain shall not be 
recognized because the seller has 2 
substantial obligation for future per- 
formance. The seller shall account for 
the funds received as unearned reve- 
nue to be recognized as the oil or gas is 
Gelivered. The purchaser of such a 
production payment has acquired an 
interest in a mineral property that 


shall be recorded at cost and amor- . 


tized by the unit-of-production 
method as delivery takes place. The 
estimated oil or gas reserves and pro- 
duction data shall be reported, in ac- 
cordance with paragraph (k) of this 
section, as those of the purchaser of 
the production payment and not of 
the seller. 

(ii) An assignment of the operating 
interest in an unproved property with 
retention of a nonoperating interest in 
return for drilling, development and 
operation by the assignee is a pooling 
of assets in a joint undertaking for 
which the assignor shall not recognize 
gain or loss. The assignor’s cost of the 
original interest shall become the cost 
of the interest retained. The assignee 
shall account for all costs incurred as 
specified by paragraphs (b) through 
(g) of this section and shall allocate 
none of those costs to the mineral in- 
terest acquired. If oil or gas is discov- 
ered, each party shali report its share 
of oil and gas reserves and production, 
in accordance with paragraph (k) of 
this section. 

(iii) An assignment of a part of an 
operating interest in an wunproved 
property in exchange for a “free well” 
with provision for joint ownership and 
operation is a pooling of assets in a 
joint undertaking by the parties. The 
assigner shall record no cost for the 
obligatory well; the assignee shall 
record no cost for the mineral interest 
acquired. All drilling, development, 
and operating costs incurred by either 
party shall be accounted for as pro- 
vided in paragraphs (b) through (g) of 
this section. If the conveyance agree- 
ment requires the assignee to incur 
geological or geophysical expenditures 
instead of, or in addition to, a drilling 
obligation, those costs shall likewise be 
accounted for by the assignee as pro- 
vided in paragraphs (b) through (g) of 
this section. If reserves are discovered, 
each party shall report its share of re- 
serves and production, in accordance 
vith paragraph (k) of this section. 
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(iv) A part of an operating interest 
in an unproved property may be as- 
signed to effect an arrangement called 
a “carried interest” whereby the as- 
signee (the carrying party) agrees to 
defray all costs of drilling, developing, 
and operating the property and is enti- 
tled to all of the revenue from produc- 
tion from the property, excluding any 
third party interest, until all of the as- 
signee’s costs have been recovered, 
after which the assignor will share in 
both costs and production. Such an ar- 
rangement represents a pooling of 
assets in a joint undertaking by the as- 
signor and assignee. The carried party 
shall make no accounting for any costs 
and revenue until after recoupment 
(payout) of the carried costs by the 
carrying party. Subsequent to payout 
the carried party shall account for its 
share of revenue, operating expenses, 
and (if the agreement provides for 
subsequent sharing of costs rather 
than a carried interest) subsequent de- 
velopment costs. During the payout 
period the carrying party shall record 
all costs, including those carried, as 
provided in paragraphs (b) through (g) 
of this section, and shall record all rev- 
enue from the property including that 
applicable to the recovery of cost car- 
ried. The carried party shall report as 
oil or gas reserves, in accordance with 
paragraph (k) of this section, only its 
share of proved reserves estimated to 
remain after payout, and unit-of-pro- 
duction amortization of the carried 
party’s property cost shall not com- 
mence prior to payout. Prior to payout 
the carrying party’s reserve estimates 
and production data, reported in ac- 
cordance with paragraph (k) of this 
section, shall include the quantities 
applicable to recoupment of the car- 
ried costs. 

(v) A part of an operating interest 
owned may be exchanged for a part of 
an operating interest owned by an- 
other party. The purpose of such an 
arrangement, commonly called a joint 
venture in the oil and gas industry, 
often is to avoid duplication of facili- 
ties, diversify risks, and achieve oper- 
ating efficiencies. Such reciprocal con- 
veyances represent exchanges of simi- 
lar productive assets, and no gain or 
loss shall be recognized by either 
party at the time of the transaction. 
In some joint ventures which may or 
may not involve an exchange of inter- 
ests, the parties may share different 
elements of costs in different propor- 
tions. In such an arrangement a party 
may acquire an interest in a property 
or in wells and related equipment that 
is disproportionate to the share of 
costs borne by it. As in the case of a 
carried interest or a free well, each 
party shall account for its own cost 
under the provisions of this section. 
No gain shall be recognized for the ac- 
quisition of an interest in joint assets, 


the cost of which may have been paid 
in whole or in part by another party. 

(vi) In a unitization all of the operat- 
ing and nonoperating participants 
pool their assets in a producing area 
(normally a field) to form a single unit 
and in return receive an undivided in- 
terest (of the same type as previously 
held) in that unit. Unitizations gener- 
ally are undertaken to obtain operat- 
ing efficiencies and to enhance recov- 
ery of reserves, often through im- 
proved recovery operations. Participa- 
tion in the unit is generally propor- 
tionate to the oil and gas reserves con- 
tributed by each. Because the proper- 
ties may be in different stages of de- 
velopment at the time of unitization, 
some participants may pay cash and 
others may receive cash to equalize 
contributions of wells and related 
equipment and facilities with the own- 
ership interests in reserves. In those 
circumstances, cash paid by a partici- 
pant shall be recorded as an additional 
investment in weils and related equip- 
ment and facilities, and cash received 
by a participant shall be recorded as a 
recovery of cost. The cost of the assets 
contributed plus or minus cash paid or 
received is the cost of the participant’s 
undivided interest in the assets of the 
unit. Each participant shall include its 
interest in reporting reserve estimates 
and production data. 

(vii) If the entire interest in an un- 
proved property is sold for cash or 
cash equivalent, recognition of gain or 
loss depends on whether, in applying 
paragraph (c) of this section, impair- 
ment had been assessed for that prop- 
erty individually, or by amortizing 
that property as part of a group. If im- 
pairment was assessed individually, 
gain or loss shall be recognized. For a 
property amortized by providing a val- 
uation allowance on a group basis, nei- 
ther gain nor loss shall be recognized 
when an unproved property is sold 
unless the sales price exceeds the 
original cost of the property, in which 
case gain shall be recognized in the 
amount of such excess. 

(viii) If a part of the interest in an 
unproved property is sold, even 
though for cash or cash equivalent, 
substantial uncertainty usually exists 
as to recovery of the cost applicable to 
the interest retained. Consequently, 
the amount received shall be treated 
as a recovery of cost. However, if the 
sales price exceeds the _ carrying 
amount of a property whose impair- 
ment has been assessed individually in 
accordance with paragraph (c) of this 
section, or exceeds the original cost of 
a property amortized by providing a 
valuation allowance on a group basis, 
gain shall be recognized in the amount 
of such excess. 

(ix) The sale of an entire interest in 
a proved property that constitutes a 
separate amortization base is not one 
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of the types of conveyances described 
in paragraphs (h)(2) and (h)(3) of this 
section. The difference between the 
amount of sales proceeds and the una- 
mortized cost shall be recognized as a 
gain or loss. 

(x) The sale of a part of a proved 
property, or of an entire proved prop- 
erty constituting a part of an amorti- 
zation base, shall be accounted for as 
the sale of an dsset, and a gain or loss 
shall be recognized, since it is not one 
of the conveyances described in para- 
graphs (h}(2) and (h(3) of this sec- 
tion. The unamortized cost of the 
property or group of properties a part 
of which was sold shall be apportioned 
to the interest sold and the interest re- 
tained on the basis of the fair values 
of those interests. However, the sale 
may be accounted for as a normal re- 
tirement under the provisions of para- 
graph (d) of this section with no gain 
or loss recognized if doing so does not 
significantly affect the unit-of-produc- 
tion amortization rate. 

(xi) The sale of the operating inter- 
est in a proved property for cash with 
retention of a nonoperating interest is 
not one of the types of conveyances 
described in paragraphs (h)(2) and 
(hX3) of this section. Accordingly, it 
shall be accounted for as the sale of an 
asset, and any gain or loss shall be rec- 
ognized. The seller shall allocate the 
cost of the proved property to the op- 
erating interest sold and the nonoper- 
ating interest retained on the basis of 
the fair values of those interests. 

(xii) The sale of a proved property 
subject to a retained production pay- 
ment that is expressed as a fixed sum 
of money payable only from a speci- 
fied share of production from that 
property, with the purchaser of the 
property obligated to incur the future 
costs of operating the property, shall 
be accounted for as follows: If satisfac- 
tion of the retained production pay- 
ment is reasonably assured, the seller 
of the property, who retained the pro- 
duction payment, shall record the 
transaction as a sale, with recognition 
of any resulting gain or loss. The re- 
tained production payment shall be re- 
corded as a receivable, at an amount 
reflecting appropriate consideration of 
imputed interest thereon. The pur- 
chaser shall record as the cost of the 
assets acquired the cash consideration 
paid plus the present value of the re- 
tained production payment, which 
shall be recorded as a payable. The oil 
and gas reserve estimates and produc- 
tion data, including those applicable to 
liquidation of the retained production 
payment, shall be reported by the pur- 
chaser of the property. If satisfaction 
of the retained production payment is 
not reasonably assured, the transac- 
tion is in substance a sale with reten- 
tion of an overriding royalty that shall 
be accounted for in accordance with 
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subparagraph (5)(xi) 
graph. 

(xiii) The sale of a proved property 
subject to a retained production pay- 
ment that is expressed as a right to a 
specified quantity of oil or gas out of 2 
specified share of future production 
shall be accounted for in accordance 
with subparagraph (5)(xi) of this para- 
graph 


of this para- 


Fut Cost Meruop 


+ = oa af * 


(Provisions of paragraph (i) are con- 
tained in Accounting Series Release 
No. 258 dated December 19, 1978.) 


* * + * * 


INCOME TAXES 


(j) Income taxes. Comprehensive in- 
terperiod income tax allocation by the 
deferred method shall be followed for 
intangible drilling and development 
costs. and other costs incurred that 
enter into the determination of tax- 
able income and pretax accounting 
income in different periods. The 
excess of statutory depletion over cost 
depletion for income tax purposes 
shall be accounted for as a permanent 
difference in the period in which the 
excess is deducted for income tax pur- 
poses. 


DISCLOSURE REQUIREMENTS 


(k) Disclosure of guantities of proved 
oil and gas reserves and historical fi- 
nancial data. The following data shail 
be disclosed in the body of the finan- 
cial statements, in the notes thereto, 
or in a separate schedule or other 
presentation thai is an integral part of 
the financial statements. 

Exemption. This paragraph shall not 
apply to filings under the federal secu- 
rities laws by any registrant meeting 
all of the conditions described below 
for each of the two most recent fiscal 
years, based on its annual consolidated 
financial statements: 

(i) Gross revenues from sales or 
transfers of oil and gas (as defined in 
subparagraph (4)(ii) of this para- 
graph) do not exceed 19 percent of 
total revenues; 

(ii) Income after taxes (but before 
extraordinary items) from oil and gas 
producing activities, including 
amounts applicable to investees ac- 
counted for under the equity method, 
does not exceed 10 percent of consoli- 
dated income before extraordinary 
items; and 

(iii) The “Present Value of Esiimat- 
ed Future Net Revenues” (see subpar- 
agraph (6)(ii) of this paragraph), in- 
cluding amounts attributable to inves- 
tees accounted for under the equity 
method, plus the net capitalized costs 
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of unproved properties, do not exceed 
10 percent of total assets. 

(1) Disclosure of method of account- 
ing. The reporting entity shall disclose 
on the face of its balance sheet that it 
is adhering to the successful efforts 
method of accounting or the full cost 
method of accounting. 

(2) Disclosure of capitalized costs. 
The aggregate amount of capitalized 
costs relating to oil and gas producing 
activities and the aggregate amount of 
the related accumulated depreciation, 
depletion, amortization, and valuation 
allowances shall be reported as of the 
end of each period for which a com- 
plete set of (annual or interim) finan- 
cial statements is presented, with sepa- 
rate presentation for each geographic 
area for which quantities of proved re- 
serves are presented in accordance 
with paragraph (k)(5) of this section. 
If the capitalized costs of unproved 
properties are significant, aggregate 
amounts shall be reported separately 
for capitalized costs related to un- 
proved properties and capitalized costs 
related to proved properties. Capital- 
ized costs of support equipment and 
facilities may be disclosed separately 
or included, as appropriate, with cap- 
italized costs of proved and unproved 
properties. 

(3) Disclosure of costs incurred in oil 
and gas producing activities. The fi- 
nancial statements shall disclose the 
amounts of each of the following 
types of costs for each year for which 
an income statement is required 
(whether those costs are capitalized or 
charged to expense at the time they 
are incurred): 

(i) Property acquisition costs (dis- 
close separately the costs of acquiring 
proved properties, if significant). 

(ii) Exploration costs. 

(iii) Development costs. 

(iv) Production (lifting) costs. 


Exploration, development, and produc- 
tion costs include depreciation of sup- 
port equipment and facilities used in 
those activities rather than the ex- 
penditures to acquire support equip- 
ment and facilities. Production (lift- 
ing) costs do not, include depreciation, 
depletion, and amortization of capital-. 
ized acquisition, exploration, and de- 
velopment costs. If some or all of 
those costs are incurred in foreign 
countries, the amounts shall be dis- 
closed separately for each of the geo- 
graphic areas for which reserve quan- 
tities are disclosed in accordance with 
paragraph (k)(5) of this section and 
for any other foreign geographic area 
in which significant costs have been 
incurred without discovery of signifi- 
cant proved reserves. Also, disclose the 
aggregate amount of depreciation, de- 
pletion, amortization, and valuation 
provisions relating to oil and gas pro- 
ducing activities, presented separately 
for each of these geographic areas. If 
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the reporting entity’s share of the oil 
and gas reserves of its investee compa- 
nies accounted for by the equity 
method is reported in conformity with 
paragraph (k)(5) of this section, disclo- 
sure shall also be made of the inves- 
tor’s share of its investee’s capitalized 
costs and costs incurred in oil and gas 
producing activities. 

(4) Revenues from producing oil 
and gas. (i) For each full fiscal year 
for which an income statement is re- 
quired, disclose, for each geographic 
area for which reserve quantities are 
disclosed in accordance with para- 
graph (k)(5) of this section, the net 
revenues from oil and gas production 
related to each of the following, if sig- 
nificant: (A) Proved developed oil and 
gas reserves, (B) reserves applicable to 
long-term supply or similar agree- 
ments with foreign governments in 
which the entity acts as producer (see 
paragraph (k)}(5) of this section), and 
(C) the entity’s proportional interest 
in reserves of investees accounted for 
by the equity method. 

(ii) Net revenues shall be computed 
by subtracting production (lifting) 
costs from gross revenues that are de- 
termined in accordance with the provi- 
sions of this subparagraph, as present- 
ed below. The following accounting 
practices shall be applied in determin- 
ing gross revenues from sales or trans- 
fers of production of oil and gas: 

(A) Sales to unaffiliated entities 
shall be included in gross revenues at 
the amount received in sales transac- 
tions attributable to net working inter- 
ests, royalty interests, oil payments in- 
terests (see paragraph (h) of this sec- 
tion), net profits interests, etc., of the 
reporting entity. Production or sever- 
ance taxes should not be deducted in 
determining gross revenues. Royalty 
payments and net profits disburse- 
ments should be excluded from gross 
revenues. 

(B) Sales and transfers to unconsoli- 
dated affiliated persons and to other 
operations (such as refineries, chemi- 
cal plants, etc.) of the reporting entity 
shall be separately disclosed and ac- 
counted for in the same manner as de- 
scribed in subparagraph (4)(iiMA) of 
this paragraph except that such sales 
and transfers shall be valued at esti- 
mated market prices based on the 
prices of comparable products using 
posted field prices, if applicable, or 
amounts estimated to represent prices 
equivalent to those that could be ob- 
tained in a competitive arm’s-length 
market environment, giving recogni- 
tion to transportation costs, quality 
differences, and arrangements with 
and regulation by governments. 

(5) Disclosure of estimated quanti- 
ties of proved oil and gas reserves. Net 
quantities of proved reserves and 
proved developed reserves of crude oil 
(including condensate and natural gas 
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liquids) and natural gas shall be re- 
ported as of the beginning and the end 
of each fiscal year for which an 
income statement is required. ‘‘Net” 
quantities of reserves include those re- 
lating to the operating and non-oper- 
ating interests in properties as defined 
in paragraph (b)(1) of this section. 
Quantities of reserves relating to roy- 
alty interests owned shall be included 
in “net” quantities if the necessary in- 
formation is available; if reserves re- 
lating to royalty interests owned are 
not included because the information 
is unavailable, that fact and the re- 
porting entity’s share of oil and gas 
produced for those royalty interests 
shall be reported for each year for 
which a complete set of financial 
statements is presented. ‘‘Net’” quanti- 
ties shall not include reserves relating 
to interests of others in properties 
owned by the reporting entity. 

(i) Changes in the net quantities of 
proved reserves of oil and of gas 
during each fiscal year for which an 
income statement is required shall be 
reported. Changes resulting from each 
of the following shall be shown sepa- 
rately, with appropriate explanation 
of significant changes: 

(A) Revisions of previous estimates. 
Revisions represent changes in previ- 
ous estimates of proved reserves, 
either upward or downward, resulting 
from new information (except for an 
increase in proved acreage) normally 
obtained from development drilling 
and production history or resulting 
from a change in economic factors. 

(B) Improved recovery. Changes in 
reserve estimates resulting from appli- 
cation of improved recovery tech- 
niques shall be separately shown if sig- 
nificant. If not significant, such 
changes shall be included in revisions 
of previous estimates. 

(C) Purchases of minerals-in-place. 

(D) Extensions, discoveries, and 
other additions. Additions to proved 
reserves that result from extension of 
the proved acreage of previously dis- 
covered (old) reservoirs through addi- 
tional drilling in periods subsequent to 
discovery and discovery of new fields 
with proved reserves or of new reser- 
voirs of proved reserves in old fields. 

(E) Production. 

(F) Sales of minerals in-place. 

(ii) If the reporting entity’s proved 
reserves of oil and gas are located en- 
tirely within its home country, that 
fact shall be disclosed. If some or all of 
its reserves are located in foreign 
countries, the disclosures of net quan- 
tities of reserves of oil and gas and 
changes in them (as required above) 
shall be separately reported for the 
entity’s home country (if significant 
reserves are located there) and each 
foreign geographic area in which sig- 
nificant reserves are located. Foreign 
geographic areas are individual coun- 


tries or groups of countries, as appro- 
priate, for meaningful disclosure in 
the circumstances. 

(iii) Net quantities disclosed shall 
not include oil or gas subject to pur- 
chase under long-term supply, pur- 
chase, or similar agreements and con- 
tracts, including such agreements with 
foreign governments or authorities. 
However, quantities of oil and gas sub- 
ject to such agreements with foreign 
governments or authorities as of the 
end of each fiscal year for which an 
income statement is required, and the 
net quantity of oil or gas received 
under the agreements during each 
such year, shall be separately dis- 
closed if the reporting entity partici- 
pates in the operation of the proper- 
ties in which the oil or gas is located 
or otherwise serves as the “producer” 
of those reserves, as opposed, for ex- 
ample, to being an independent pur- 
chaser, broker, dealer, or importer. 

(iv) In determining the reserve quan- 
tities to be reported: 

(A) If consolidated financial state- 
ments are issued, 100 percent of the 
net reserve quantities attributable to 
the parent company and 100 percent 
of the net reserve quantities attributa- 
ble to its consolidated subsidiaries 
(whether or not wholly owned) shall 
be included. 

(B) If the financial statements in- 
clude investments that are proportion- 
ately consolidated, reserve quantities 
shall include a proportionate share of 
the investee’s net oil and gas reserves. 

(C) If the financial statements in- 
clude investments that are accounted 
for by the equity method, the inves- 
tee’s net proved oil and gas reserves 
shall not be included in the disclosures 
of reserves. However, the reporting en- 
tity’s share of the investee’s . net 
proved oil and gas reserves shall be 
separately reported as of the end of 
each fiscal year for which an income 
statement is required. 

(v) If important economic factors or 
significant uncertainties affect partic- 
ular components of proved reserves, 
explanations shall be provided. Exam- 
ples include unusually high expected 
development or lifting costs; the neces- 
sity to build a major pipeline or other 
major facilities before production of 
the reserves can begin; or contractual 
obligations to produce and sell a sig- 
nificant portion of reserves at prices 
that are substantially below those at 
which the oil and gas could otherwise 
be sold in the absence of the contrac- 
tual obligation. 

(vi) In reporting reserve quantities 
and changes in them, oil reserves 
(which include condensate and natural 
gas liquids) shall be stated in barrels, 
and gas reserves in cubic feet. 

(6) Disclosure of future net revenues 
from estimated production of proved 
oil and gas reserves. In conjunction 
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with the disclosure of changes in net 
quantities of estimated proved re- 
serves of crude oil (including conden- 
sate and natural gas liquids) and natu- 
ral gas as required by paragraph (kx5) 
of this sectiqn, the following informa- 
tion shall be disclosed in financial 
statements for each geographic classi- 
fication for which quantities of oil and 
gas are disclosed: 

(i) For each of the following catego- 
ries: (A) Proved oil and gas reserves, 
{B) proved developed oil and gas re- 
serves, (C) proved oil and gas applica- 
ble to long-term supply or similar 
agreements with foreign governments 
in which the entity acts as producer, 
and (D) the entity’s share of proved 
oil and gas reserves of investees ac- 
counted for by the equity method, an 
amount (the “Estimated Future Net 
Revenues”), in the aggregate, comput- 
ed by applying current prices of oil 
and gas (with consideration of price 
changes only to the extent provided 
by contractual arrangements) to esti- 
mated future production of proved oil 
and gas reserves as of the date of the 
latest balance sheet presented, less es- 
timated future expenditures (based on 
current costs) to be incurred in devel- 
oping and producing the proved re- 
serves, and assuming continuation of 
existing economic conditions. Present 
separately the amounts applicable to 
each of the first three succeeding 
fiscal years, and the remainder in a 
single amount. Indicate the basis used 
to compute current prices and current 
costs. 

(ii) The present value of the Esti- 
mated Future Net Revenues (the 
“Present Value of Estimated Future 
Net Revenues’), as of the end of each 
fiscal year for which an income state- 
ment is required, computed using the 
Estimated Future Net Revenues and a 
discount factor of ten percent. In addi- 
tion, disclose the portions of the Pres- 
ent Value of Estimated Future Net 
Revenues, at such balance sheet dates, 
attributable to each of the following 
components of proved oil and gas re- 
serves: (A) Proved reserves added in 
years prior to the current year; and 
(B) proved reserves added during the 
current year, with amounts attributa- 
ble to application of improved recov- 
ery techniques or purchases of re- 
serves in-place disclosed separately, if 
significant (which in this case shall 
generally ke considered to be amounts 
greater than ten percent of total 
proved reserves added during the cur- 
rent year). 

(iii) The Present Value of Estimated 
Future Net Revenues, computed as set 
forth at paragraph (k)(6)(i) of this sec- 
tion, attributable to each of the fol- 
lowing, stated separately: (A) Proved 
developed reserves of oil and gas, (B) 
proved reserves of oil and gas applica- 
ble to long-term supply agreements 
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with foreign governments in which the 
sound acts as producer, and (C)} the 

tity’s share of proved reserves of oil 
nae gas of investees accounted for by 
the equity method. 

(iv) Any additional information of 
which management is aware 
which it believes is necessary to pre- 
vent the above information from being 
misleading. 

(v) Information _ 
closure of future net r 
timated production pt 
gas reserves pursuant or pacar te 
to the requirements of this section 
shali be deemed not to be an untrue 
statement of a material fact; a state- 
ment false or misleading with respect 
to any material fact; an omission to 

state a material fact. necessary to 
ee a statement not misleading; or 
the employment of a manipulative, de- 
ceptive, or fraudulent device, contri- 
vance, scheme, transaction, act, prac- 
tice, course of business or an artifice 
to defraud; as those terms are used in 
the Securities Act of 1933, the Securi- 
ties Exchange Act of 1934, or the 
Public Utility Holding Company Act 
of 1935, or rules and regulations there- 
under, unless such information: (A) 
Was prepared without a reasonable 
basis; or (B) was disclosed other than 
in good faith. 


and 


These amendments are adopted pur- 
suant to authority in sections 6, 7, 8, 
10 and 19(a) (15 U.S.C. 77f, 77g, 7Th, 
77j, Tis) of the Securities Act of 1933; 
sections 12, 13, 15(d) and 23(a) (15 
U.S.C. 781, 78m, 780(d), 78w), of the 
Securities Exchange Act of 1934; sec- 
tions 5{b), 14, and 20(a) (15 U.S.C. 79e, 
79n, 79t) of the Public Utility Holding 
Company Act of 1935; sections 8, 30, 
31(c) and 38(a) (15 U.S.C. 80a-8, 80a- 
29, 80a-30(c), 80a-37(a)) of the Invest- 
ment Company Act of 1940; and sec- 
tion 503 (42 U.S.C. 6383) of the Energy 
Policy and Conservation Act of 1975. 

Pursuant to section 23(a)(2) of the 
Securities Exchange Act, the Commis- 
sion has considered the impact of 
these amendments on competition and 
is not aware of any burden that they 
would impose on competition. 

By the Commission. 

Georst A. FrTzsIMMONS, 
Secretary. 
DECEMBER 19, 1978. 


{FR Doc. 78-35867 Filed 12-26-73; 8:45 am] 
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{Release Nos. 33-6007; 34-15417; 35-20837; 
IC-10531; AS-258] 


PART 210—FORM AND CONTENT OF 
FINANCIAL STATEMENTS, SECURI- 
TIES ACT OF 1933, SECURITIES EX- 
CHANGE ACT OF 1934, PUBLIC 
UTILITY HOLDING COMPANY ACT 
OF 1935, INVESTMENT COMPANY 
ACT OF 1940, AND ENERGY 
POLICY AND CONSERVATION ACT 
OF 1975 


Oi and Gas Preducers—Full Cost 
Accounting Practices 


AGENCY: Securities and 
Commission. 


ACTION: Final rules. 


SUMMARY: The Commission is 
adopting rules that establish uniform 
requirements for financial accounting 
and reporting practices of cil and gas 

producers following the full cost 
atk od of accounting. The Commis- 
sion has previously published, in Ac- 
counting Series Release No. 253, ac- 
counting measurement standards for 
the successful efforts method of ac- 
counting. Proposed rules for full cost | 
accounting were published concurrent- 
ly with that release. The rules being 
adopted contain modifications based 
upon evaluation of written comments. 
EFFECTIVE DATE: The rules pub- 
lished in this release shall be effective 
initially for fiscal years ending after 
December 25, 1979. 


FOR FURTHER 
CONTACT: 
James L. Russell or Rita J. Gunter, 
Office of the Chief Accountant, Se- 
curities and Exchange Commission, 
500 North Capitol Street, Washing- 
ton, D.C. 20549 (202-755-0222) 


SUPPLEMENTARY INFORMATION: 
In Accounting Series Release No. 253 
(“ASR No. 253’),' issued on August 31, 
1978, the Commission announced its 
conclusions concerning financial ac- 
counting and reporting standards for 
oil and gas producing companies. 
Among these was the determination 
that the development cf new measure- 
ment standards was necessary in order 
to achieve meaningful reporting of 
earnings and financial position for 
companies in that industry. These new 
standards should provide for recogni- 
tion in financial statements of proved 
oil and gas reserves as assets and 
changes in proved reserves in earnings. 
In consideration of the need to estab- 
lish standards for reserve valuations 
and to achieve an acceptable degree of 


Exchange 


INFORMATION 


‘Securities Act Release No. 33-5966 (43 
FR 40688). 
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reliability, a series of steps covering 
several years was outlined seeking the 
development of “reserve recognition 
accounting.” During this interim 
period, the ‘Commission concluded 
that companies should be permitted to 
continue to follow either of the two 
traditional historical-cost accounting 
methods. Rules relating to the applica- 
tion of successful efforts accounting 
(which conformed to the standards of 
Statement No. 19 of the Financial Ac- 
counting Standards Board) were 
adopted in ASR No. 253, together with 
definitions, tax accounting standards, 
and disclosure requirements applicable 
to all oil and gas producers.? Proposed 
rules that would add § 210.3-18(i) to 
Regulation S-X to govern the applica- 
tion of full cost accounting for compa- 
nies following that method were pub- 
lished concurrently in Release No. 33- 
5968 (43 FR 40724), August 31, 1978. 

In that release, the Commission 
stated that its intention was to devel- 
op a practical approach for applying 
the full cost method of accounting 
that would be logically consistent and 
would not differ substantially from ex- 
isting practice. Comments on the pro- 
posal were received from 48 persons, 
including oil and gas producers, ac- 
counting firms, and financial analysts. 
These comments have been considered 
by the Commission and _ various 
changes are reflected in the rules pres- 
ently being adopted. 


COMMENTS AND CHANGES 
COSTS TO BE AMORTIZED 


Most letters commenting on the 
rules proposed in Release No. 33-5968 
addressed the issue of whether all cap- 
italized costs should be subject to im- 
mediate amortization. It was generally 
acknowledged that companies with on- 
going exploration programs typically 
have a recurring level of preproduc- 
tion costs (in relation to the total in- 
vestment in the cost center), consist- 
ing of the cost of undeveloped leases 
and the related carrying and evalua- 
tion costs. This normal inventory of 
preproduction costs should be includ- 
ed in the cost center for amortization 
purposes as the costs are incurred, and 
any additional reserves should be 
taken into consideration upon discov- 
ery on a prospective basis. This 
method of accounting should result in 
a reasonable and consistent allocation 
of costs over a period of time. 

However, there was general disagree- 
ment with the proposed requirement 
that the capitalized costs of all unde- 
veloped leases and uncompleted wells 
and facilities be amortized. It was 
pointed out that situations may arise 


2Various technical amendments to these 
definitions and rules have been adopted by 
the Commissien in Accounting Series Re- 
lease No. 257, dated December 19, 1978 and 
published concurrently with this release. 
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in which major expenditures are re- 
quired prior to production, such as un- 
usually large investments in off-shore 
leases, major development projects, or 
secondary and tertiary recovery pro- 
jects. While previous methods of de- 
termining the exclusion of costs from 
the amortization base have varied 
among companies, the principle of ex- 
cluding major costs of this nature was 
felt by these commentators to be gen- 
erally accepted. Failure to exclude 
such costs, it was argued, would result 
in an unrealistic overstatement of the 
amortization provision in the early 
lives of the properties. Exclusion from 
the amortization base was further sup- 
ported by the assertion that costs in- 
curred should be considered to be at 
least equal to the value of the asset at 
the time of the initial investment. Al- 
though certain projects will ultimately 
be abandoned, it was argued that im- 
pairments should be recognized when 
they occur, and should not be antici- 
pated by premature amortization of 
the costs. Costs of projects that ulti- 
mately prove to be productive should 
become subject to amortization at the 
time that this evaluation is deter- 
mined and the related proved reserves 
are included in the amortization base. 

The Commission considers these ar- 
guments to have merit and has modi- 
fied the rules to provide that the costs 
of unusually significant acquisitions of 
unproved properties and major devel- 
opment projects may be excluded 
from the capitalized costs to be amor- 
tized. Specifically, amortization of the 
costs of unproved properties that are 
unusually significant (such as the 
costs of acquiring and evaluating 
major offshore leases) may be de- 
ferred until a determination is made 
as to whether proved reserves are at- 
tributable to the properties, subject to 
periodic assessment of whether im- 
pairment has occurred. Also, the costs 
of major development projects may be 
excluded from amortization in cases 
where unusually significant costs must 
be incurred pricr to a determination of 
the quantities of proved reserves at- 
tributable to the properties under de- 
velopment. Examples of such projects 
include the installation of an offshore 
drilling platform from which develop- 
ment wells are to be drilled and im- 
proved recovery programs undertaken 
in expectation of significant additions 
to proved reserves. 

Because of the various judgments in- 
volved in assessing significance, the 
rules do not contain a specific test to 
determine whether an investment is 
“unusually significant.” However, the 
Commission has instructed its staff to 
investigate existing practices and de- 
termine whether it is necessary to 
publish a guideline in this area, such 
as the percentage of total unamortized 
capitalized costs that must be exceed- 


ed if a major investment project is to 
be excluded from amortization. It 
should also be noted that the rules re- 
quire separate disclosure on the bal- 
ance sheet of the amount of prepro- 
duction costs that are not being amor- 
tized and a description of the current 
status of the projects involved, includ- 
ing an estimate of when the costs will 
be included in the amortization com- 
putation and, to the extent possible, 
the potential future impact on the am- 
ortization rate. 

Several commentators questioned 
the appropriateness of including esti- 
mated future development costs in the 
costs to be amortized, since additions 
to proved reserves could be expected 
from major development expenditures 
that would not be reflected in the am- 
ortization computation. The Commis- 
sion believes that future development 
costs should be included; the exclusion 
of the costs of major development pro- 
jects from the amortization base until 
reserves can be evaluated should elimi- 
nate situations where an inappropriate 
allocation of costs to current produc- 
tion would result. 


BASIS OF AMORTIZATION 


Release No. 33-5968 proposed that 
unit-of-production amortization of 
capitalized costs be computed either 
on the basis of physical units of oil 
and gas (converted to a common unit 
of measure according to their relative 
energy content) or monetary units of 
net revenue. Several commentators 
recommended that only the use of 
physical units should be permitted; 
this would be consistent with the re- 
quirements for amortization of costs in 
cases of joint production of oil and gas 
under the Commission’s successful ef- 
forts rules. Other commentators ex- 
pressed agreement with the proposal 
to permit use of revenue units, since 
this computation utilizes the same 
basic information as amortization com- 
putations involving physical units, 
while automatically compensating for 
differences in the relative sales prices 
of the reserves. These commentators 
also pointed out that a method based 
on energy content ignores the fact 
that prices of oil and gas in today’s 
regulated market environment do not 
necessarily correspond to their relative 
energy content. 

However, the commentators favoring 
revenue units generally indicated that 
the computation should be based on 
gross revenues rather than net rev- 
enues. The use of net revenues, it was 
argued, requires estimates of future 
costs and introduces distortions when 
unusually high or low operating ex- 
penses are incurred in individual 
years. On the other hand, the relevant 
information for gross revenues is read- 
ily attainable, since current produc- 
tion is already recorded in dollars as 
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revenues, and reserve reports fre- 
quently indicate reserves in terms of 
dollars based on current prices. 

The Commission believes that there 
should be consistency in the methods 
used by companies following the full 
cost method of accounting. Further, 
the Commission believes that the use 
of physical units in terms of energy 
content (BTU’s) as the amortization 
basis has the greatest conceptual 
merit in a market environment in 
which the relative prices of oil and gas 
approximate their relative energy con- 
tent. However, the fact that substan- 
tial production is currently subject to 
pricing regulations may result in sig- 
nificant differences in amortization 
under the BTU. method as compared 
to amortization based on sales values. 
Accordingly, the final rules prescribe 
the use of the physical units method 
unless the use of such method, be- 
cause of existing pricing regulations, 
would cause an amortization provision 
that would be inconsistent with the 
current prices being received. In those 
instances, the gross revenue method 
may be used as the basis for comput- 
ing amortization rates. 


LIMITATION ON CAPITALIZED COSTS 


A majority of commentators ex- 
pressed reservations concerning the 
proposal that the cost center ceiling be 
based on the present value of future 
net revenues from estimated produc- 
tion of proved oil and gas reserves. It 
was stated that future net revenues 
should not be discounted for purposes 
of the ceiling limitation, that other 
classifications of reserves in addition 
to proved reserves should be consid- 
ered, or that anticipated price in- 
creases should be included. The prima- 
ry concern expressed by these com- 
mentators was that the proposed ceil- 
ing computation, in certain cases, 
would result in write-cffs that would 
reduce net capitalized costs below the 
actual realizable value of the proper- 
ties. 

The Commission continues to be- 
lieve that the aggregate of (1) the 
present value of proved reserves and 
(2) the lower of cost or fair market 
value of unproved properties is an ap- 
propriate basis for determining the 
limitation on capitalized costs. Howev- 
er, the rules have been revised to 
specify that the cosis of significant in- 
vestments in unproved properties and 
development projects are to be consid- 
ered separately for purposes of the 
ceiling computation. 

If application of the rules, as a 
result of an unusual event or transac- 
tion such as a major purchase of 
proved properties, would require a wri- 
tedown when the fair value of the 
properties in a cost center clearly ex- 
ceeds the unamortized costs, the regis- 
trant may request an exemption from 
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the general rule. In such cases, the 
registrant should be prepared to dem- 
onstrate that the additional value 
clearly exists beyond reasonable 
doubt. 

Finally, the rules specifiy that the 
cost center ceiling is to be computed 
giving consideration to income tax ef- 
fects. Comments were received indicat- 
ing that such income tax effects would 
be difficult to estimate and, in most 
cases, would not have a significant 
effect on the ceiling computation. 
However, the Commission believes 
that unusual tax relationships may 
exist in certain instances, as a result of 
the expiration of operating loss carry- 
forwards, changes in tax rates, etc. In 
these circumstances, it will be neces- 
sary to consider tax effects in comput- 
ing the ceiling limitation. 


MINERAL PROPERTY CONVEYANCES 


The rules dealing with mineral prop- 
erty conveyances specify that a sale of 
oil and gas reserves shall be accounted 
for as an adjustment of capitalized 
costs, unless the adjustment causes a 
significant alteration of the relation- 
ship between remaining capitalized 
costs and proved reserves attributable 
to the cost center. Guidance has been 
added that a significant alteration 
would not normally be expected to 
result from a sale involving less than 
25 percent of the total reserve quanti- 
ties of the cost center. 

Paragraph (i)(6)(i) of the proposed 
rules would have required, in. cases 
where the recognition of gain or loss 
on a sale of oil and gas properties is 
appropriate, that capitalized costs be 
allocated between reserves sold and re- 
serves retained on the same basis used 
to compute amortization. Several com- 
mentators pointed out that the value 
of proved reserves sold and retained 
could differ significantly as the result 
of price regulations or quality differ- 
ences. The sales price might also re- 
flect values other than proved re- 
serves, such as probable reserves or 
unproved leases, which should also be 
considered in the cost allocation. The 
rules as adopted provide that costs 
should be allocated between cost 
center assets sold and retained in the 
manner described in the proposed 
rules except where estimated relative 
fair values should be used in order to 
reflect other substantial economic dif- 
ferences between the properties sold 
and those retained. 

The accompanying rules also clarify 
the Commission’s intent that income 
from sales of unproved properties or 
from drilling arrangements should be 
recognized only in unusual situations 
where the cash consideration received 
exceeds the total cost of the properties 
plus any exploration and development 
costs to be subsequently incurred. 
Otherwise, income from sales of un- 
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proved properties or from drilling ar- 
rangements with respect to properties 
should be credited to the cost center, 
and any related costs should be cap- 
italized as part of that cost center. In 
this way, drilling arrangement income 
is recognized as a reduction of overall 
costs of oil and gas reserves. The ac- 
counting for drilling arrangements 
should reflect the substance of the 
transactions, regardless of the form of 
the underlying agreements, including 
consideration of guarantees of per- 
formance or indebtedness. 


DISCLOSURES 


The Commission’s proposed rules 
called for the disclosure by geographic 
area of (1) the approximate amount of 
capitalized costs that would have been 
charged to expense had the successful 
efforts method of accounting béen fol- 
lowed, and (2) the approximate 
amount of costs incurred that would 
have been charged to expense under 
the successful efforts method. Many 
commentators objected to this pro- 
posed requirement as an unreasonable 
and unnecessary burden. It was also 
seen by these persons as inconsistent 
with the basic conclusions of ASR No. 
253 with respect to the severe limita- 
tions of both historical-cost methods 
in permitting investors and govern- 
ment policy-makers to “gain an under- 
standing of the operations of individu- 
al companies or to compare the oper- 
ations of different companies.” A 
small minority, however, expressed 
the view that the “as if” disclosures 
were essential for comparing the fi- 
nancial position and operating results 
of companies using alternative ac- 
counting methods during the period of 
implementation of reserve recognition 
accounting. Those in favor of the sup- 
plemental disclosures would, in addi- 
tion, expand the requirement to in- 
clude disclosure of pro forma net 
income. 

The Commission has decided to 
defer temporarily any final action on 
this proposed disclosure requirement 
until it considers various questions 
that have been raised with respect to 
accounting changes and preferability 
of accounting methods in this indus- 
try. Therefore, the accompanying 
rules do not contain a requirement for 
supplemental disclosures based on suc- 
cessful efforts accounting, and this 
disclosure rule proposal remains out- 
standing. 


CONSOLIDATED FINANCIAL STATEMENTS 


Release No. 33-5968 stated that a 
company following the full cost 
method would be required to apply 
that method to all of its operations, 
including those of its subsidiaries and 
of investees accounted for by the 
equity method. Commentators pointed 
out that the requirement regarding 


FEDERAL REGISTER, VOL. 43, NO. 249-—WEDNESDAY, DECEMBER 27, 1978 





60416 


equity investees could present substan- 
tial difficulties. If an equity investee 
were following the successful efforts 
method, the information necessary to 
convert a company’s investment would 
not be available on a timely basis in 
many situations. The Commission has 
reconsidered this proposal and has 
eliminated the requirement that the 
investor’s accounting method be ap- 
plied to its equity investees. However, 
the final rules specify that a registrant 
must apply its accounting method to 
the operations of its subsidiaries. 

A number of commentators also re- 
quested clarification of other require- 
ments as they apply to companies 
within a consolidated group. Para- 
graph (i)(3)(v) requires that amortiza- 
tion rates be determined on a consoli- 
dated basis even though this may 
result in a consolidated amortization 
provision that is not equal to the sum 
of the expenses for the individual 
members of the consolidated group. 
This same concept applies to the de- 
termination of the limitation on cap- 
italized costs within cost centers. 


RETROACTIVE RESTATEMENT 


Several persons suggested that gen- 
eral guidance be provided for the ret- 
roactive application of the full cost 
rules, because of the number of esti- 
mates and judgments necessary in 
making such restatements. According- 
ly, a discussion of the initial applica- 
tion of the rules is included in this re- 
lease. Specifically, any provision of the 
rules that would not have a significant 
effect on prior. years’ financial state- 
ments need not be retroactively ap- 
plied. Estimates of quantities of oil 
and gas reserves made in prior years 
for purposes of amortization computa- 
tions shall not currently be revised in 
retrospect. Furthermore, if unamor- 
tized costs capitalized within a cost 
center do not exceed the ceiling limita- 
tion when the rules are initially ap- 
plied, it is not necessary to determine 
whether there may have been an 
excess in prior years. 


OTHER MATTERS 


Several comment letters contained 
suggestions that cost centers of more 
than one country may be appropriate 
in certain cases (e.g., U.S. and Canada, 
or contiguous offshore areas such as 
the North Sea). However, oil and gas 
reserves in different countries are not 
always interchangeable, either in kind 
or in monetary value, because of vary- 
ing energy and tax laws, market condi- 
tions, property rights, and national 
economic policies. Therefore, the re- 
quirement for establishing cost centers 
on a country-by-country basis (includ- 
ing related offshore areas) has been 
retained. 

In order to conform to comparable 
rules for the _ successful efforts 
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method, paragraph (i)(3)(iv) has been 
added to acknowledge that, in some 
cases, depreciation of natural gas cy- 
cling and processing plants may appro- 
priately be computed by a method 
other than unit-of-production. 

Finally, a number of commentators 
expressed concern with the applicabil- 
ity of the proposed rules to properties 
regulated for rate-making purposes on 
an individual-company-cost-of-service 
basis. Among the technical amend- 
ments to its rules on financial account- 
ing and reporting by oil and gas pro- 
ducers adopted by the Commission in 
Accounting Series Release No. 257 is a 
provision that appropriate recognition 
may be given to differences in capital- 
ized costs and in the basis for amorti- 
zation arising because of the effect of 
the rate-making process. This applies 
to both the successful efforts and the 
full cost rules. However, the Commis- 
sion believes that the disclosure re- 
quirements of § 210.3-18(k) are rele- 
vant to rate-regulated companies, and 
therefore has not exempted them 
from these disclosure requirements. 


EFFECTIVE DATE AND INITIAL 
APPLICATION 


The provisions of §210.3-18 are ef- 
fective for fiscal years ending after 
December 25, 1978, that are contained 
in filings that include fiscal years 
ending after December 25, 1979, al- 
though earlier application is encour- 
aged. Accounting changes adopted to 
conform to these rules are to be made 
retroactively by restating the financial 
statements of prior periods. Financial 
statements for the fiscal year in which 
these rules are first applied should dis- 
close the nature of the accounting 
changes and their effect on income 
before extraordinary items, net 
income, and related per share amounts 
for each period restated. 

Retroactive application of the provi- 
sions of these rules requires the use of 
estimates and approximations. A pro- 
vision that would not have a signifi- 
cant effect on prior years’ financial 
statements need not be retroactively 
applied. Further, retroactive applica- 
tion of some provisions of these rules 
may require the use of estimates of a 
type not previously made; information 
that may have become available some 
time after the year being restated may 
be taken into account in making those 
estimates, except that estimates of 
quantities of oil and gas reserves that 
had been made in prior years shall not 
currently be revised in retrospect. 

For reporting entities following the 
full cost method of accounting, retro- 
active application of § 210.3-18¢i)(4), 
“Limitations on capitalized costs,” 
shall be applied as follows: 

(a) If unamortized costs capitalized 
within a cost center do not exceed the 
cost center ceiling as of the beginning 


of the fiscal period in which the rules 
are initially adopted, then no provi- 
sions shall be made for past periods 
when application of the rules based on 
information known during those peri- 
ods might have resulted in unamor- 
tized capitalized costs being in excess 
of the cost center ceiling. 

(b) If unamortized costs capitalized 
within a cost center exceed the cost 
center ceiling as of the beginning of 
the fiscal year in which the rules are 
initially adopted, then this excess 
shall be recognized _ retroactively 
through a charge to expense in the pe- 
riods in which the excess initially 
arose. 


COMMISSION ACTION 


The Commission hereby amends 17 
CFR Part 210 by the addition of new 
paragraph (i) to § 210.3-18, as set forth 
below: 


§ 210.3-18 Financial accounting and re- 
porting for oi! and gas producing activ- 
ities pursuant to the federal securities 
laws and the Energy Policy and Con- 
servation Act of 1975. 


* * * 7 * 


(i) Application of the full cost 
method of accounting. A reporting 
entity that follows the full cost 
method shall apply that method to all 
of its operations and to the operations 
of its subsidiaries, as follows: 

(1) Determination of cost centers. 
Cost centers shall be established on a 
country-by-country basis. 

(2) Costs to be capitalized. All costs 
associated with property acquisition, 
exploration, and development activi- 
ties (as defined in paragraph (a) of 
this section) shall be _ capitalized 
within the appropriate cost center. 
Any internal costs that are capitalized 
shall be limited to those costs that can 
be directly identified with acquisition, 
exploration, and development activi- 
ties undertaken by the_ reporting 
entity for its own account, and shail 
not include any costs related to pro- 
duction, general corporate overhead, 
or similar activities. 

(3) Amortization of capitalized costs. 
Capitalized costs within a cost ceter 
shall be amortized on the unit-of-pro- 
duction basis using proved oil and gas 
reserves, as follows: 

(i) Costs to be amortized shall in- 
clude (A) all capitalized costs, less ac- 
cumulated amortizatioiu, other than 
the cost of properties described in 
paragraph (ii) below; (B) the estimat- 
ed future expenditures (based on cur- 
rent costs) to be incurred in develop- 
ing proved reserves; and (C) estimated 
dismantlement and abandonment 
costs, net of estimated salvage values. 

(ii) The cost of unusually significant 
investments in unproved properties 
and major development projects may 
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be excluded from capitalized costs to 
be amortized, subject to the following: 

(A) Costs of acquiring and evaluat- 
ing unproved properties may be ex- 
cluded only if the costs incurred are 
unusually significant in relation to the 
aggregate costs to be amortized (e.g., 
the costs of acquiring major offshore 
leases). All costs of acquiring such 
properties and related exploration 
costs shall be excluded from the amor- 
tization computation until it is deter- 
mined whether or not proved reserves 
are attributable to the properties. 
Until such a determination is made, 
the properties shall be assessed indi- 
vidually to ascertain whether impair- 
ment has occurred (see paragraph (c) 
of this section). If the results of the 
assessment indicate impairment, the 
amount of the impairment shall be 
added to the costs to be amortized. 

(B) Costs of major development pro- 
jects may be excluded from amortiza- 
tion only if unusually significant de- 
velopment costs must be incurred 
prior to ascertaining the quantities of 
proved reserves attributable to the 
properties under development (e.g., 
the installation of an offshore drilling 
platform from which development 
wells are to be drilled, the installation 
of improved recovery programs, and 
similar major projects undertaken in 
the expectation of significant addi- 
tions to proved reserves). In such 
cases, a portion of the development 
costs identified with such a project 
may be excluded from the costs to be 
amortized until the proved reserves 
added as a result of the project are as- 
certainable or until it is determined 
that impairment has occurred. 

(iii) Amortization shall be computed 
on the basis of physical units, with oil 
and gas converted to a common unit of 
measure on the basis of their approxi- 
mate relative energy content, unless 
economic circumstances (related to 
the effects of regulated prices) indi- 
cate that use of units of revenue is a 
more appropriate basis of computing 
amortization. In the latter case, amor- 
tization shall be computed on the basis 
of current gross revenues (excluding 
royalty payments and net profits dis- 
bursements) from production in rela- 
tion to future gross revenues, based on 
current prices (including consideration 
of changes in existing prices provided 
only by contractual arrangements), 
from estimated production of proved 
oil and gas reserves. The effect of a 
significant price increase during the 
year on estimated future gross rev- 
enues shail be reflected in the amorti- 
zation provision only for the period 
after the price increase occurs. 

(iv) In some cases it may be more ap- 
propriate to depreciate natural gas cy- 
cling and processing plants by a 
method other than the unit-of-produc- 
tion method. 
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(v) Amortization computations shall 
be made on a consolidated basis, in- 
cluding investees accounted for on a 
proportionate consolidation basis. In- 
vestees accounted for on the equity 
method shall be treated separately. 

(4) Limitation on capitalized costs: 
(i) For each cost center, capitalized 
costs, less accumulated amortization 
and related deferred income taxes, 
shall not exceed an amount (the cost 
center ceiling) equal to the sum of: (A) 
The present value of future net rev- 
enues from estimated production of 
proved oil and gas reserves as defined 
in paragraph (k)(6) of this section; 
plus (B) the cost of properties not 
being amortized pursuant to para- 
graph (i)(3)(ii) of this section; plus (C) 
the lower of cost or estimated fair 
value of unproved properties included 
in the costs being amortized; less (D) 
income tax effects related to differ- 
ences between the book and tax basis 
of the properties involved. 

(ii) If unamortized costs capitalized 
within a cost center, less related de- 
ferred income taxes, exceed the cost 
center ceiling, the excess shall be 
charged to expense and separately dis- 
closed during the period in which the 
excess occurs. Amounts thus required 
to be written off shall not be reinstat- 
ed for any subsequent increase in the 
cost center ceiling. 

(5) Production costs. All costs relat- 
ing to production activities, including 
workover costs incurred solely to 
maintain or increase levels of produc- 
tion from an existing completion inter- 
val, shall be charged to expense as in- 
curred. 

(6) Mineral property conveyances 
and related transactions. The provi- 
sions of paragraph (h) of this section, 
“Mineral property conveyances and re- 
lated transactions if the successful ef- 
forts method of accounting is fol- 
lowed,” shall apply also to those re- 
porting entities following the full cost 
method except as follows: 

(i) Sales and abandonmenis of oil 
and gas properties. Sales of oil and gas 
reserves in place and abandonments of 
properties shall be accounted for as 
adjustments of capitalized costs, with 
no gain or loss recognized, unless such 
adjustments would significantly alter 
the relationship between capitalized 
costs and proved reserves of oil and 
gas attributable to a cost center. A sig- 
nificant alteration would not ordinari- 
ly be expected to occur for sales in- 
volving less than 25 percent of the re- 
serve quantities of a given cost center. 
If gain or loss is recognized for such a 
sale, total capitalized costs within the 
cost center shall be allocated between 
the reserves sold and reserves retained 
on the same basis used to compute am- 
ortization, unless there are substantial 
economic differences between the 
properties sold and those retained, in 
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which case capitalized costs shall be 
allocated on the basis of the relative 
fair values of the properties. 

(ii) Purchases of reserves. Purchases 
of oil and gas reserves in place ordi- 
narily shall be accounted for as addi- 
tional capitalized costs within the ap- 
plicable cost center; however, signifi- 
cant purchases of production pay- 
ments or properties with lives substan- 
tially shorter than the composite pro- 
ductive life of the cost center shall be 
accounted for separately. 

(iii) Drilling arragements. Consistent 
with the provisions of paragraph (h) 
of this section, no income shall be rec- 
ognized from sales of unproved prop- 
erties or participation in various forms 
of drilling arrangements involving oil 
and gas producing activities (e.g., car- 
ried interest, turnkey wells, manage- 
ment fees, etc.) if the sales of un- 
proved properties or drilling arrange- 
ments related thereto, in substance, 
will provide for the receipt or reten- 
tion of an economic interest in any 
form in the properties. Circumstances 
in which income may be recognized 
are limited to situations where (A) the 
cash consideration received from the 
sale of unproved properties or drilling 
arrangements involving oil and gas 
producing activities exceeds the total 
cost of the properties plus any explo- 
ration and development costs to be 
subsequently incurred, or (B) the cash 
compensation represents reimburse- 
ment for amounts currently charged 
to expense. In the case of partnership 
or joint venture operations undertak- 
en by the entity that involve more 
than one property, the determination 
of whether the cash compensation ex- 
ceeds the cost of the properties shall 
be made based on the entity’s partici- 
pation in the total operations of the 
partnership or joint venture, rather 
than on a property-by-property basis. 
If the cash consideration received rep- 
resents reimbursement for organiza- 
tion, offering, general and administra- 
tive expenses, etc., such compensation 
may be recognized as income only to 
the extent that costs have been cur- 
rently incurred and charged to ex- 
pense. 

(7) Disclosures. Reporting entities 
that follow the full cost method of ac- 
counting shall disclose all of the infor- 
mation required by paragraph (k) of 
this section, with each cost center con- 
sidered as a separate geographic area, 
except that reasonable groupings may 
be made of cost centers that are not 
significant in the aggregate. In addi- 
tion: 

(i) For each cost center for each year 
that an income statement is required, 
disclose the total amount of amortiza- 
tion expense (per equivalent physical 
unit of production if amortization is 
computed on the basis of physical 
units or per dollar of gross revenue 
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from production if amortization is 
computed on the basis of gross reve- 
nue). 

(ii) State separately on the face of 
the balance sheet the aggregate of the 
capitalized costs of unproved proper- 
ties and major development projects 
that are excluded, in accordance with 
paragraph (i)(3) of this section, from 
the capitalized costs being amortized. 
Provide a description in the notes to 
the financial statements of the cur- 
rent status of the significant proper- 
ties or projects involved, including the 
anticipated timing of the inclusion of 
the costs in the amortization computa- 
tion and, to the extent possible, the 
potential future impact on the amorti- 
zation rate. In addition, indicate the 
nature of the costs by category and 
the approximate date on which costs 
were first incurred with respect to 
each such property or project. 


These amendments are adopted pur- 
suant to authority in sections 6, 7, 8, 
10 and 19(a) (15 U.S.C. 77f, 77g, 77h, 
77j, 77s) of the Securities Act of 1933; 
sections 12, 13, 15(d), and 23(a) (15 
U.S.C. 781, 78m, 780(d), 78w) of the Se- 
curities Exchange Act of 1934; section 
5(b), 14, and 20(a) (15 U.S.C. 79e, 79n, 
79t) of the Public Utility Holding 
Company Act of 1935; sections 8, 30, 
31(c) and 38(a) (15 U.S.C. 80a-8, 80a- 
29, 80a-30(c), 80a-37(a)) of the Invest- 
ment Company Act of 1940; and sec- 
tion 503 (42 U.S.C. 6383) of the Energy 
Policy and Conservation Act of 1975. 

Pursuant to section 23(a)(2) of the 
Securities Exchange Act, the Commis- 
sion has considered the impact that 
these rules might have on competition 
and has concluded that to the extent 
the rules impose burdens on competi- 
tion, such burdens are necessary and 
appropriate in furtherance of the pur- 
poses of the securities laws. 


By the Commission. 


GEORGE A. FITZSIMMONS, 
Secretary. 


DECEMBER 19, 1978. 
[FR Doc. 78-35868 Filed 12-26-78; 8:45 am] 
[8010-01-M] 
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PART 229—STANDARD  INSTRUC- 
TIONS FOR FILING UNDER SECURI- 
TIES ACT OF 1933 AND SECURITIES 
EXCHANGE ACT OF 1934—REGU- 
LATION S-K 


Disclosure of Oil and Gas Reserves 
end Operations; Amendments to 
Regulation S-K 


AGENCY: Securities and Exchange 
Commission. 


ACTION: Final rules. 


SUMMARY: The Commission is 
amending certain disclosure forms and 
regulations to standardize and im- 
prove its disclosure requirements relat- 
ing to oil and gas reserves and oper- 
ations. The amendments incorporate 
into Regulation S-K requirements for 
disclosure of: (1) The present value of 
future net revenues from estimated 
production of proved oil and gas re- 
serves; (2) any favorable or adverse 
event since the end of the most recent 
fiscal year which is believed to have 
caused a significant change in the 
proved reserves; (3) the average sales 
price and average production cost per 
unit of oil and gas produced; and (4) 
historical information concerning the 
number of productive and dry wells 
drilled. The amendments expand the 
disclosure of the net quantities of 
proved reserves from “as of a reason- 
ably current date” to a period of five 
years and expand the types of compa- 
nies which are required to disclose in- 
formation concerning the estimated 
availability of oil and gas from princi- 
pal sources. An exemption from these 
disclosure requirements has been pro- 
vided for registrants whose oil and gas 
activities do not exceed specified crite- 
ria. The requirement in the temporary 
instruction to Item 2(b) of Regulation 
S-K (proposed as Note 2) that certain 
data be provided as non-financial 
statement information only for the 
fiscal year ending after December 25, 
1978, and on or before December 25, 
1979, also is being adopted. 


EFFECTIVE DATE: Effective for 
fiscal years ending after December 25, 
1978, for initial filings made on or 
after January 29, 1979. However, as 
provided in the text of this release 
under “Effective Date,” certain filings 
need not comply with the temporary 
instruction until June 30, 1979. 


FOR FURTHER INFORMATION 
CONTACT: 


Richard B. Smith, Office of Engi- 
neering (202/376-2391); J. Rowland 
Cook, Office of Disclosure Policy 
and Proceedings (202/755-1750); 
Joseph H. Schmitt, Division of Cor- 
poration Finance (202/376-2380); or 
James L. Russell, Office of the Chief 
Accountant (202/755-0222), Securi- 
ties and Exchange Commission, 500 


North Capitol Street, Washington, 
D.C. 20549. 


SUPPLEMENTARY INFORMATION: 
On August 31, 1978, the Commission 
published for comment proposed 
amendments to certain disclosure 
forms promulgated under the Securi- 
ties Act of 1933 (‘Securities Act”) (15 
U.S.C. 77a et seq., as amended by Pub. 
L. 94-29 (June 4, 1975)) and the Secu- 
rities Exchange Act of 1934 (‘“Ex- 
change Act’’) (15 U.S.C. 78a et seq., as 
amended by Pub. L. 94-29 (June 4, 
1975)).! The proposals were published 
in conjunction with a separate release 
adopting rules relating to financial ac- 
counting for oil and gas producing ac- 
tivities ? to achieve uniformity and in- 
tegration with those accounting rules 
and to provide more meaningful dis- 
closure regarding oil and gas reserves 
and operations. 

This release summarizes the amend- 
ments proposed in Release No. 33- 
5967, the comments received on the 
proposed amendments * and the action 
taken with respect thereto. 


A. DISCUSSION OF COMMENTS AND THE 
FINAL RULES 


REGULATION S-K, ITEM 2(a)— 
INSTRUCTION 3 


This instruction as adopted requires 
that, in the case of an extractive en- 
terprise, material information should 
be given as to production, reserves, lo- 
cations, developments, and the nature 
of the registrant’s interest. If individu- 
al properties are of major significance 
to any industry segment, more de- 
tailed information concerning these 
matters should be furnished as well as 
maps which disclose location data of 
the significant properties. Under regu- 
lations existing prior to the adoption 
of these amendments, Instruction 3 of 
Item 2(a) of Regulation S-K required 
that the more detailed information 
should include, if appropriate, the re. 
sults of development in the area and 
significant geological structures and 
formations. 

The Commission believed that the 
phrase “significant geological struc- 


‘Securities Act Release No. 5967 (August 
31, 1978), (43 FR 40720), (“Release No. 33- 
5967”). 

*Securities Act Release No. 5966 (August 
31, 1978), (43 FR 40688) (‘‘Release No. 33- 
5966’’). Those rules also apply in the prepa- 
ration of accounts by persons engaged, in 
whole or in part, in the production of crude 
oil or natural gas in the United States for 
purposes of filing with the Department of 
Energy (“DOE”) reports of energy informa- 
tion that are subject to the requirements of 
the Energy Policy and Conservation Act of 
1975, 89 Stat. 871. 

*Comments were received from 53 com- 
mentators. The comments are available for 
public inspection and copying at the Com- 
mission’s Public Reference Room, 1100 L 
Street, NW., Washington, D.C. 20549. Re- 
quests should refer to File No. S7-752. 
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tures and formations” was unduly re- 
strictive and proposed in Release No. 
33-5967 that more useful information 
could be obtained if the discussion in- 
cluded any “significant geological 
data.” Several commentators believed 
that any disclosure of the results of 
development in the area and signifi- 
cant geological data (and apparently 
significant geological structures and 
formations as the rule previously re- 
quired) would cause premature public 
Gisclosure of valuable competitive in- 
formation, as in the case of a very 
large discovery with unleased offset 
acreage which will subseauently be in- 
cluded in a competitive lease sale. In 
ddition, it was asserted that disclo- 
sure in such situations would make 
valuable information available to pros- 
pective competitors (particularly for- 
eign companies who might not have to 
reciprocate) without compensation to 
those who have expended large sums 
of money for its development. 

It was not the Commission’s inten- 
tion that registrants be required to 
disclose proprietary information to 
their competitors. Accordingly, the 
Commission has deleted the proposed 
requirement that the results of devel- 
opment in the area and significant 
geological data be disclosed. However, 
the Commission still believes that 
when individual properties are of 
major significance to an industry seg- 
ment more detailed information con- 
cerning production, reserves, locations, 
developments and the nature of the 
registrant’s interest should be dis- 
closed. 


REGULATION S-K, ITEM 2(a)— 
INSTRUCTION 4 


The first sentence of the proposed 
amendment to Instruction 4 has been 
revised to indicate more clearly when 
the staff of the Office of Engineering, 
Division of Corporation Finance, 
should be consulted about submissions 
of supplemental information concern- 
ing estimates of reserves. This codifies 
existing practices of the Office of En- 
gineering which may review the full 
report of the engineer or other expert 
who estimated the reserves whether or 
not that report is specifically referred 
to in the document. Some commenta- 
tors indicated that they should not be 
required to supply the full report since 
it contains confidential information 
and it may be subject to the Freedom 
of Information Act.‘ However, the 
Office of Engineering has been re- 
questing the full report as supplemen- 
tal information for many years and 
the Commission codified this existing 
practice on May 12, 1976.5 Normally, 


‘5 U.S.C. 552. 
5See, Securities Act Release No. 5706 
(May 12, 1976) (41 FR 21764) (“Release No. 


33-5706") announcing the adoption of 
amendments to Forms S-1 and S-7 and pub- 


RULES AND REGULATIONS 


the registrant and its engineers or 
other experts will discuss the full 
report at a meeting with the staff of 
the Office of Engineering. At the con- 
clusion of the meeting, the registrant 
usually retains possession of the 
report. If the registrant submits the 
full report by mail, the staff of the 
Office of Engineering will generally 
return it to the registrant at the com- 
pletion of their review. Therefore, 
these full reports will usualiy not be 
kept in the possession of the Commis- 
sion for any extended period. In this 
regard, the instruction has been modi- 
fied to clearly indicate that the regis- 
trant may request the return of the 
full report. However, the registrant 
should realize that, absent an exemp- 
tion,*® the full report may be subject to 
a request under the Freedom of Infor- 
mation Act while that report is in the 
possession of the staff. 

Nonetheless, the Commission be- 
lieves that it is necessary for its staff 
to have the option to review this 
report in order to make sure that the 
appropriate procedures were used in 
determining the estimates of proved 
reserves and that such estimates are 
reasonable. The registrant is urged to 
consult with the staff of the Office of 
Engineering prior to filing in order to 
determine if any supplemental infor- 
mation wiil have to be furnished to 
the staff and, if so, what type of infor- 
mation is to be furnished. This proce- 
dure should help expedite review of 
the registrant’s document. 

Instruction 4 also requires that if 
the estimates of proved reserves of oii 
and gas are represented as being based 
on estimates prepared or reviewed by 
independent consultants, those inde- 
pendent consultants should be named 
in the document.’ The Commission be- 
lieves that identification of the inde- 
pendent consultant(s) is important to 


lication of an amendment to Guide 28 of the 
Guides for the Preparation and Filing of 
Registration Statements under the Securi- 
ties Act of 1933, and the adoption of amend- 
ments to Forms 19 and 10-K and publica- 
tion of amendments to Guide 2 of the 
Guides for the Preparation and Filing of 
Reports and Proxy and Registration State- 
ments under the Securities Exchange Act of 
1934 relating to the disclosure of estimates 
of oil and gas reserves. See also, Securities 
Act Release No. 5893 (December 23, 1977) (42 
FR 65554) incorporating the diclosure re- 
quired by Release No. 33-5706 with Regula- 
tion S-K. 

‘For example, see 17 CFR 200.80(b9) 
which considers geological and geophysical 
information and data, including maps, con- 
cerning wells to be nonpublic matters. 

7Section 7 of the Securities Act presently 
requires that the expert be named, but the 
Exchange Act has no comparable provision. 
The Commission under the general rule- 
making authority granted by section 23(a) 
of the Exchange Act has amended Reguia- 
tion S-K to require that such an expert be 
named in documents filed under the Ex- 
change Act. 
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an evaluation by investors of the re- 
serve information. This instruction ap- 
plies to ali extractive enterprises 
whose reserves are represented as 
being based on estimates prepared or 
reviewed by independent consultants. 
Although Release No. 33-5967 pro- 
posed that this instruction apply only 
to estimates of proved reserves of oil 
and gas, the Commission believes that 
it would not cause an undue burden 
and that it would conform to present 
administrative practice to extend this 
instruction to extractive enterprises 
other than oil and gas enterprises. 

Release No. 33-5967 proposed that a 
summary letter from any independent 
consultant who prepared or reviewed 
estimates of proved oil and gas re- 
serves be included in the document. 
Several commentators indicated that 
the summary letter required disclosure 
of items which were meaningless and 
were not disclosed elsewhere in the 
document, i.e., proved developed pro- 
ducing and proved developed non-pro- 
ducing reserves and the estimated pro- 
ductive life of the reserves. In addi- 
tion, other commentators questioned 
whether the Commission was propos- 
ing that the present value of future 
net revenues be determined by an in- 
dependent consultant if that consul- 
tant estimated the reserves. 

The Commission did not propose 
and is not requiring that independent 
consultants prepare or review esti- 
mates of proved reserves of oil and 
gas. Nor is the Commission requiring 
that independent consultants deter- 
mine the present value of future net 
reserves if those independent consul- 
tants prepare or review the estimates 
of proved reserves. The Commission 
believes that the comments about the 
usefulness of the letter have some 
merit, especially since independent ac- 
countants will be expressing an opin- 
ion on financial information which in- 
cludes estimates of proved reserves of 
oil and gas beginning with fiscal years 
ending after December 25, 1979. 
Therefore, the proposed requirement 
for such a letter has been deleted from 
the adopted Instruction 4. 


REGULATION S-K, ITEM 2(b)— 
INSTRUCTION 1 


Instruction 1 of Item 2(b) provides 
that limited partnerships or joint ven- 
tures under certain conditions are not 
required to include the information 
specified by Item 2(b). This exemption 
is the same as adopted in Release No. 
33-5706. 


REGULATION S-K, ITEM 2(0)— 
INSTRUCTION 2 


Instruction 2 of Item 2(b), through a 
cross-reference to Regulation S-X, 17 
CFR 210.3-18(k), provides an exemp- 
tion from the disclosure requirements 
of Item 2(b) for registrants whose rev- 
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enue, income, and assets relating to oil 
and gas producing activities are less 
than ten percent of the corresponding 
consolidated amounts. For purposes of 
the asset criterion, proved oil and gas 
properties are to be measured on the 
basis of ‘‘the present value of estimat- 
ed future net revenues” rather than 
historical cost. Several commentators 
requested that such guidelines be es- 
tablished for determining when oil 
and gas operations are material. The 
Commission agrees that guidance 
would be beneficial to registrants in 
order to determine when the disclo- 
sure of oil and gas operations is appro- 
priate. 


REGULATION S-K, ITEM 2(b)— 
INSTRUCTION 3 


Instruction 3 of Item 2(b) states that 
the definitions in Regulation S-X, 
§ 210.318(a) shall apply to Item 2(a) 
with respect to oil and gas operations 
and to Item 2(b). This more clearly in- 
dicates the intent of the Commission. 
The cross-reference in the proposed 
rules (included as part of paragraph 
(b)(1)) appeared to limit the defini- 
tions of terms, such as proved reserves, 
to paragraph (b)(1). This was not the 
intent of the Commission and the 
cross-reference in this instruction as 
adopted clarifies this. 


REGULATION S-K, ITEM 2(b)— 
INSTRUCTION 4 


Instruction 4 of Item 2(b) states that 
disclosure of estimates of probable or 
possible reserves and any estimated 
value thereof shall not be disclosed in 
any document publicly filed with the 
Commission. Prior to the adoption of 
the amendment to Regulation S-K, 
Instruction 2 to Item 2(b) stated “‘Esti- 
mates of future recoverable oil and gas 
shall be limited to proved developed 
and proved undeveloped future net re- 
coverable reserves.” Although this 
statement was not included in the pro- 
posed disclosure requirements of oil 
and gas reserves and operations in Re- 
lease No. 33-5967, the Commission in- 
tended no substantive change in the 
disclosure practices concerning such 
reserves. However, since in the past an 
occasional document has contained in- 
formation concerning probable or pos- 
sible reserves when originally filec, 
the Commission believes that an af- 
firmative statement reflecting the 
present practice is appropriate. The 
reason the Commission does not 
permit disclosure of these reserves is 
that estimates of probable or possible 
reserves and any value thereof are not 
sufficiently reliable to be included in 
any publicly filed document and dis- 
closure of this information may be 
misleading to investors. ® 


8See Sunray DX Oil Co. v. Helmerich & 
Payne, Inc., 398 F. 2d 447, 451 (1968) which 
stated the following in arriving at its opin- 


RULES AND REGULATIONS 


REGULATION S-K, ITEM 2(b)—TEMPORARY 
INSTRUCTION 


The disclosure requirements of the 
temporary instruction apply only for 
the fiscal year ending after December 
25, 1978, and on or before December 
25, 1979, thereafter the information 
required to be filed by this instruction 
will be disclosed as part of the finan- 
cial statements pursuant to Regula- 
tion S-X, § 210.3-18(k). The temporary 
instruction requires disclosure of the 
following: (1) Capitalized costs as of 
the end of such fiscal year (paragraph 
i); (2) costs incurred in oil and gas pro- 
ducing activities for such fiscal year 
(paragraph ii); (3) revenues from pro- 
ducing oil and gas for such fiscal year 
(paragraph iii); (4) estimated quanti- 
ties of proved reserves (and changes 
therein), of proved developed reserves, 
of quantities applicable to long-term 
supply or similar agreements with for- 
eign governments or authorities in 
which the registrant acts as producer, 
and the registrant’s share of proved 
reserves of its investees accounted for 
by the equity method for such fiscal 
year (paragraph iv); and (5) informa- 
tion on future net revenue from esti- 
mated production of proved oil and 
gas reserves including information 
concerning the present value of the es- 
timated future net revenues as of the 
end of such fiscal year or for such 
fiscal year, as applicable (paragraph 
v). 

Paragraphs (i), (ii), (iii) are adopted 
as proposed in Release No. 33-5967. 
However, paragraph (iv) has been 
modified to indicate more clearly that 
the period of time for which data spec- 
ified by Regulation S-X, §210.3- 
18(k)(5) is to be disclosed is just the 
1978 fiscal year. This modification is 
not intended as a substantive change 
from paragraph (iv) as proposed in Re- 
lease No. 33-5967. 

Paragraph (iv) to the temporary in- 
struction contains, among other 
things, instructions for disclosure of 
reserves when there has been a recent 
takeover or nationalization by a for- 
eign government or when a foreign 
government restricts the disclosure of 
estimated reserves under its govern- 
mental authority. These instructions 
applied to the disclosure of estimates 
of proved reserves under regulations 
existing prior to the adoption of these 
amendments and will apply to the dis- 
closure of these estimates when the 
most recent annual financial state- 
ments included in the documents are 


ion that failure to disclose information con- 
cerning probable oil reserves of off-shore 
tracts in a proxy statement did not consti- 
tute a violation of Section 14(a) of the Ex- 
change Act: Any statement concerning ‘oil 
reserves” other than in the category of the 
“proved” could certainly be misleading to 
any investor other than one who is an 
expert in the industry. ; 


for fiscal years ending after December 
25, 1979. As proposed in Release No. 
33-5967, the instructions would not 
have applied to the fiscal year ending 
after December 25, 1978, and on or 
before December 25, 1979. The Com- 
mission believes that there is no 
reason for not applying these instruc- 
tions to this interim period and has, 
therefore, adopted them. The instruc- 
tion with regard to updating reserve 
information has also been included for 
this interim period since any event 
which is believed to have caused a sig- 
nificant change in proved reserves 
should be brought to the attention of 
investors. 

Several commentators suggested 
that the safe harbor provision of Reg- 
ulation S-X, § 210.3-18(k)(6) apply to 
the disclosure of future net revenues 
from estimated production of proved 
oil and gas reserves for the period 
ending after December 25, 1978, and 
on or before December 25, 1979. The 
Commission agrees that the safe- 
harbor concept embodied in Regula- 
tion S-X, § 210.3-18(k)(6) should be ap- 
plied to the information disclosed 
under the temporary instruction and, 
therefore, has incorporated the safe- 
harbor provision as part of paragraph 
(v) of the temporary instruction. 

A number of commentators ex- 
pressed concern with the Commis- 
sion’s proposal to require disclosure of 
the present value of estimated future 
net revenues from production of 
proved reserves. They stressed the un- 
certainties inherent in estimating 
quantities of proved reserves and the 
need for judgment in projecting rates 
of production and the timing of devel- 
opment expenditures. Some also indi- 
cated that the valuation methodology 
based on current prices and costs and 
a ten percent discount rate would not 
necessarily provide a meaningful indi- 
cation of the current value of proved 
reserves. Similar arguments were 
made previously in response to the 
Commission’s original proposals for 
such disclosures and were discussed in 
detail in Release No. 33-5966. In that 
release, the Commission expressed its 
conclusion that the usefulness of this 
supplemental information outweighs 
the limitations associated with the 
subjective nature of the data and the 
necessary use of a uniform valuation 
methodology. The Commission contin- 
ues to believe that development of this 
information is essential if signficant 
improvement in financial reporting for 
the oil and gas producing industry is 
to be achieved. 

Most of the commentators, however, 
focused their attention on the specific 
proposal to require the disclosure of 
estimated quantities and present 
values of oil and gas in the “Descrip- 
tion of Property” section of filings 
covering the fiscal year ending after 
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December 25, 1978, and on or before 
December 25, 1979. They believed the 
relatively late imposition of such a re- 
quirement for calendar year 1978 fil- 
ings would place an unreasonable 
burden on registrants. There would 
not be ample time, it was argued, for 
the proper development of methods 
and procedures on an objective and 
cost effective basis. It was pointed out 
that the preparation of estimates of 
reserves valuations will require experi- 
mentation and testing to establish the 
validity of the techniques being used, 
as weil as the development of new 
computer programming. This substan- 
tial time commitment would be in ad- 
dition to the burden of modifying ac- 
counting systems and records for 
changes required by the retroactive 
adoption of the specified form of suc- 
cessful efforts or full cost accounting. 
It was also pointed out that companies 
must devote a significant effort to 
complying with the requirements of 
the Natural Gas Policy Act of 1978 
and with the Department of Energy’s 
Financial Reporting System for which 
1977 reports are due on February 1, 
1979. 

In addition to the time burdens, a 
number of commentators expressed 
the belief that disclosure of reserve in- 
formation and operating data would 
be inappropriate at this time. Al- 
though the information called for in 
the proposed rules would not be re- 
quired to be examined by independent 
accountants, it would be subject to 
audit for purposes of 1979 financial 
statements. It was argued that this 
could result in subsequent revisions to 
the initial disclosures. Also, the disclo- 
sure of 1978 data on capitalized costs, 
costs incurred, revenues, etc., might 
have to be restated in the following 
year for the effects of the retroactive 
adoption of the required accounting 
changes. 

For these reasons, many commenta- 
tors urged that the disclosures of re- 
serve quantities and values and of op- 
erating data be postponed for one 
year. Alternatively, they recommend- 
ed only partial application of the re- 
quirements, e.g., that only reserve 
quantities be disclosed, that the re- 
quirement apply only to domestic op- 
erations, or that smaller companies be 
exempted. Others requested that the 
disclosures be treated on an “experi- 
mental” basis, submitted directly to 
the Commission and not as part of the 
10-K filing. 

The Commission has given careful 
consideration to these comments and 
is fully aware that a significant com- 
mitment of resources will be required 
in order to develop the information 
specified by the new rule. However, 
the Commission considers this reserve 
information to be of such significance 
to a complete presentation of the fi- 
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nancial position of oil and gas produc- 
ers that every effort should be made 
to make it available to investors as 
soon as practicable. Furthermore, ex- 
perience in the preparation and re- 
porting of reserve information is criti- 
cal to the timely consideration of re- 
serve recognition accounting. Limita- 
tions to the applicability of the report- 
ing requirements would reduce the 
quantity and comprehensiveness of 
the data, thereby limiting the experi- 
ence upon which to assess the method- 
ology that has been prescribed and to 
ascertain the most meaningful form of 
presentation. 

The Commission realizes, however, 
that for some registrants it might be 
an undue burden to compile the infor- 
mation required by the temporary in- 
struction to Item 2(b) during the first 
quarter of 1979. As to documents 
under the Securities Exchange Act of 
1934 required to be filed prior to June 
30, 1979, and as to registration state- 
ments under the Securities Act of 1933 
which become effective before such 
date, registrants may either comply 
with the disclosure requirements of 
the temporary instruction, or with 
those disclosure requirements relating 
to estimates of proved reserves exist- 
ing prior to these amendments. How- 
ever, any registrant who elects to 
delay in filing the information re- 
quired by the temporary instruction in 
a document filed under the Exchange 
Act must file such information by 
amendment no later than June 30, 
1979.° The Commission encourages 
each registrant to make every attempt 
to include the information required by 
the temporary instruction at the time 
the document is required to be filed. 


REGULATION S-K, ITEM 2(b)(1) 


This paragraph, which does not take 
effect until the fiscal year ending after 
December 25, 1979, expands the pres- 
ent disclosure requirements of Item 
2(b)(1) to reflect certain estimates of 
proved reserves on a five year basis 
rather than “as of a reasonabiy cur- 
rent date.” The information disclosed 
serves aS a2 summary of the estimates 
of proved reserves presented in the fi- 
nancial statements pursuant to Regu- 
lation S-X, § 210.3-18(k)(5) and as a 
comparison with the presentation 
under Item 2(b)(3) of oil and gas pro- 
duced. Paragraph (b)(1) also requires 
disclosure of the present value of esti- 
mated future net revenues for each of 
the net quantities of reserves present- 
ed. These provisions are adopted as 
proposed in Release No. 33-5967. 


®* However, the April 30, 1979, deadline for 
written comments on Securities Act Release 
No. 5969 (43 FR 40726), the “Proposed Sup- 
plemental Earnings Summary,” is not being 
extended. The Commission stresses the 
need for timely comments on this supple- 
mental disclosure in crder that final rules 
can be developed in time for 1979 financial 
statements. 
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Instruction (a) to this item indicates 
the geographic areas for which net 
quantities of reserves of oil and gas 
and the present value of estimated 
future net reserves are to be disclosed. 
It is also adopted as proposed in Re- 
lease No. 33-5967. 

Instruction (b) to this item has been 
clarified to indicate that disclosure 
should be given of the effect on own- 
ership of reserves of any takeover or 
nationalization by foreign govern- 
ments of properties owned by the reg- 
istrant which has occurred “within the 
last fiscal year.” Although the basic 
provision was adopted in the amend- 
ments announced in Release No. 33- 
5706, some commentators were unclear 
as to whether the discussion was based 
on historical information or was a pre- 
diction of a future event. The instruc- 
tion as adopted clearly indicates that 
the discussion should be based on his- 
torical information. However, it 
should be noted that, if there exists a 
reasonabie possibility of a risk of ta- 
keover or nationalization of properties 
owned by the registrant in that for- 
eign country, appropriate disclosure of 
that risk should be made in the docu- 
ment. 

Instruction (c) to this item has been 
modified to include those situations 
when any foreign government requires 
the disclosure of reserves other than 
proved. This codifies existing practices 
of the Office of Engineering, Division 
of Corporation Finance, which re- 
quires the document to identify the 
country, cite the law or regulation 
which requires such disclosure, and in- 
dicate that the reserve estimates for 
that geographic area include reserves 
other than proved. 

Instruction (d) to this item has been 
modified to indicate that the state- 
ment as to whether any event has 
caused a significant change in the esti- 
mated proved reserves may be based 
on the belief of the registrant. 


REGULATION S-K, ITEM 2(b)(2) 


This paragraph requires disclosure 
of any other federal authority or 
agency with whom estimates of proved 
oil and gas reserves have been filed 
and an explanation for differences be- 
tween such estimates and the esti- 
mates included in the document. This 
information need not be disclosed if 
the difference between the total re- 
serve estimate included in the Com- 
mission filing and the total reserve es- 
timate filed with the authority or 
agency does not exceed five percent. 
The Commission has deleted the re- 
quirement for disclosure of reserve es- 
timates filed with foreign governmen- 
tal authorities since it believes such in- 
formation usually is not material to an 
investment decision. 
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REGULATION S-K, ITEM 2(b)(3) 


This paragraph requires disclosure 
for each of the last five years of (1) oil 
and gas produced; and (2) oil and gas 
received under long-term or similar 
agreements with foreign governments 
or authorities in which the registrant 
acts as producer. This provision is 
adopted as proposed in Release No. 
33-5967. 

The average sales price per unit of 
oil produced and of gas produced and 
the average production cost per unit 
of production are required to be dis- 
closed for the last five fiscal years. 
Several commentators indicated that 
it would be an undue burden to obtain 
this information for years ending prior 
to December 25, 1978. The Commis- 
sion believes that this comment has 
some merit and, therefore, will not re- 
quire registrants to disclose the infor- 
mation for fiscal years ending prior to 
December 25, 1978. However, the Com- 
mission encourages registrants to dis- 
close this information for periods 
ending prior to December 25, 1978, if 
obtaining such information would not 
be an undue burden on them. 

Instructions (a), (b), and (d) to this 
item are adopted as proposed in Re- 
lease No. 33-5967. The discussion of 
“production of natural gas” in Instruc- 
tion (c) has been modified to indicate 
that recovered gas-lift gas and repro- 
duced gas should not be included in 
production until sold. 

Instruction (e) to Item 2(b)(3) indi- 
cates that units of production shall be 
expressed in common units of produc- 
tion with oil or gas converted to a 
common unit of measure on the basis 
of its approximate relative energy con- 
tent or by the gross revenue method, 
depending on the method of account- 
ing used. 


REGULATION S-K, ITEM 2(b)(4) 


This paragraph requires disclosure 
of productive wells and developed 
acres. Some of the commentators ex- 
pressed confusion as to what type of 
acreage was to be disclosed under this 
paragraph and under Item 2(b)(5). 
The Commission adopted the termi- 
nology “developed acres” in order to 
be consistent with disclosure required 
by DOE in Form EIA-28.'° 

Instructions (a) and (d) to this item 
are adopted as proposed in Release 
No. 33-5967. The Commission has 
clarified in Instructions (b) and (c) to 
paragraph (b)(4) that the only type of 
interest which is to be used in deter- 
mining gross and net wells and acres is 
a “working interest.’”’ Instruction (e) 
has been added to this item to clarify 
the meaning of “productive wells” as 
that term is used to define “developed 
acres.” 


043 FR 27056. 
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REGULATION S-K, ITEM 2(b)(5) 


This paragraph requires disclosure 
of undeveloped acreage and, as indi- 
cated above, is consistent with disclo- 
sure required by EIA-28. Since some 
commentators were confused by the 
definitions for ‘‘undeveloped acreage’”’ 
which were proposed in Release No. 
33-5967, the Commission has adopted 
definitions which it believes to be con- 
sistent with Form EIA-28 and industry 
practice. 


REGULATION S-K, ITEM 2(b)(6) 


This paragraph requires disclosure 
of productive and dry exploratory and 
development wells drilled during the 
last five fiscal years. As with Item 
2(b)(3)(ii), several commentators indi- 
cated that it would be an undue 
burden to obtain this information for 
periods ending prior to December 25, 
1978. Therefore, the Commission will 
not require that this historical infor- 
mation be disclosed for fiscal years 
ending prior to December 25, 1978. 

Many commentators objected to the 
proposal in Release No. 33-5967 of dis- 
closure of net drilling footage of ex- 
ploratory and development wells. 
They believed that the disclosure of 
such information did not justify the 
burden of compliance. After reconsid- 
eration of the benefits to be derived 
from this disclosure, the Commission 
has decided to delete the proposal. 


REGULATION S-K, ITEM 2(b)(7) 


This paragraph requires disclosure 
of the present activities of the regis- 
trant. Several commentators ques- 
tioned whether ‘‘wells temporarily sus- 
pended” should be disclosed here or 
under Item 2(b)(6) as part of wells 
drilled. The Commission believes that 
wells temporarily suspended should be 
included under Item 2(b)(7) as part of 
wells in process of drilling. These wells 
would not be included under Item 
2(b)(6) since that information is limit- 
ed to wells “completed” as that term is 
defined in Instruction (d) to Item 
2(b)(6). In order to eliminate any con- 
fusion, however, the Commission has 
indicated in Item 2(b)(7) that wells in 
process of drilling include “wells tem- 
porarily suspended.” 


REGULATION S-K, ITEM 2(b)(8) 


This paragraph requires that regis- 
trants who are obligated to supply 
fixed and determinable quantities of 
oil and gas in the future under exist- 
ing contracts or agreements provide: 
(1) Certain information concerning 
the availability of oil and gas to the 
registrant; (2) the registrant’s delivery 
commitments of oil and gas; and (3) 
the steps taken by the registrant to 
insure available reserves and supplies 
are sufficient to meet such commit- 
ments. 


Several commentators recommended 
that the proposed disclosure require- 
ments in Release No. 33-5967 be limit- 
ed to obligations arising under warran- 
ty contracts (i.e., the producer is obli- 
gated to make good on a particular 
commitment) and not include obliga- 
tions under deliverability contracts 
(i.e., producers are obligated to deliver 
oil and gas only if production is oper- 
ationally feasible). 

The Commission is of the view that 
this paragraph should not be limited 
to warranty contracts since there are 
other types of contracts or agreements 
which obligate the registrant to pro- 
vide fixed and determinable quantities 
of oil or gas in the future. However, 
the Commission believes that this 
paragraph should not apply to those 
contracts or agreements which specify 
that indefinite quantities of oil or gas 
are to be provided by the registrant. 
Therefore, this paragraph as adopted 
has been revised to indicate that the 
registrant need only disclose the re- 
quired information if the registrant is 
obligated to provide fixed and deter- 
minable quantities of oil or gas in the 
future. Such required information in- 
cludes the total quantities of oil and 
gas which are subject to delivery com- 
mitments. With respect to this disclo- 
sure, the term “customers’ require- 
ments” which appeared in conjunction 
with the term ‘‘commitment” in Re- 
lease No. 33-5967 and which was origi- 
nally adopted in Release No. 33-5706 
has been deleted since the term ‘‘com- 
mitment” is consistent with industry 
practice and adequately indicates what 
information is to be disclosed, i.e., 
fixed and determinable quantities of 
reserves and supplies committed to a 
customer under terms of a purchase 
contract. 

A few commentators indicated that 
compliance with a literal reading of 
the proposed paragraph would result 
in disclosure of every sales and pur- 
chase contract, regardless of the con- 
tract’s significance. It was not the in- 
tention of the Commission to require 
disclosure of insignificant contracts 
and, therefore, the proposed para- 
graph has been modified, where ap- 
propriate, to indicate that only signifi- 
cant contracts are to be disclosed and 
that only total amounts need be given. 

Proposed Item 2(b)(8)(iii(B) has 
been revised to include those reserves 
or supplies subject to curtailments. 
This modification clarifies the intent 
of the Commission and codifies exist- 
ing practices. 


B. CERTAIN FINDINGS 


As required by Section 239(a)(2) of 
the Exchange Act, the Commission 
has specifically considered the impact 
which the amendments adopted 
herein would have on competition and 
has concluded that they impose no sig- 
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nificant burden on competition. In any 
event, the Commission has determined 
that any possible burden will be 
outweighed by, and is necessary and 
appropriate to achieve, the benefits of 
these amendments to investors and 
registrants. be 


C, EFFECTIVE DATE 


These amendments are effective for 
documents filed with the Commission 
when the most recent annual financial 
statements included in the documents 
are for fiscal years ending after De- 
cember 25, 1978 and if the filing is ini- 
tially made on or after January 29, 
1979. 

Notwithstanding the effective date 
of these amendments, registrants who 
are required to file documents under 
the Exchange Act prior to June 30, 
1979, are not required to disclose infor- 
mation required by the temporary in- 
struction to Item 2(b) at the time the 
document is required to be filed. How- 
ever, such information must be filed 
by amendment to the document no 
later than June 30, 1979. Registrants 
who file documents under the Securi- 
ties Act which become effective prior 
to June 30, 1979, are not required to 
disclose this information. Any docu- 
ment which does not contain this in- 
formation at the time the document is 
required to be filed under the Ex- 
change Act or at the time the docu- 
ment becomes effective under the Se- 
curities Act should contair estimates 
of reserves as explained under the 
temporary instruction. In addition, 
the text of the Regulation in Items 
2(b)(1), 2(b)(3)(ii) and 2(b)(6) provides 
that historical information need not 
be provided for fiscal years ending 
prior to December 25, 1978. Notwith- 
standing the effective date of these 
mandatory requirements, registrants 
are urged to comply with these new 
provisions as soon as possible. 


D. Text ofr AMENDMENTS 


The Commission hereby amends 
Item 2 of Regulation S-K, Part 229 of 
Title 17, by revising Instruction 3 and 
adding Instruction 4 to paragraph (a) 
and by revising paragraph (b) as set 
forth below: 

§ 229.20 Information required in docu- 
ment. 


° s * s * 


ITEM 2. DESCRIPTION OF PROPERTY 


(a) (No change). 

Instructions to Item 2(a). 1. (No change). 

2. (No change). 

3. In the case of an extractive enterprise, 
material information should be given as to 
production, reserves, locations, develop- 
ments, and the nature of the registrant’s in- 
terest. If individual properties are of major 
significance to an industry segment: (i) 
More detailed information concerning these 
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matters should be furnished; and (ii) appro- 
priate maps should be used to disclose loca- 
tion data of significant properties except in 
cases for which numerous maps would be re- 
quired. 


4. (i) If reserve estimates are referred to in 
the document, the staff of the Office of En- 
gineering, Division of Corporation Finance, 
of the Commission should be consulted. 
That office may request that a copy of the 
full report of the engineer or other expert 
who estimated the reserves be furnished as 
supplemental information and not as part 
of the filing. Upon request and where con- 
sistent with the protection of investors and 
with the Freedom of Information Act, 5 
U.S.C. 552, the supplemental information 
will be returned to the registrant. 

(ii) If the estimates of reserves, or any es- 
timated valuation thereof, are represented 
as being based on estimates prepared or re- 
viewed by independent consultants, those 
independent consultants should be named 
in the document. 

{end of instructions to Item 2(a)] 

(b) If oil and gas operations are material 
to the registrant's and its subsidiaries’ busi- 
ness operations or financial position, dis- 
close the following under appropriate cap- 
tions (in tabular form if practicable, and 
with cross references, where applicable, to 
related information disclosed in financial 
statements): 


GENERAL INSTRUCTIONS 


Instruction 1: Limited partnerships or 
joint ventures that conduct, operate, 
manage, or report upon oil and gas drilling 
or income programs which acquire proper- 
ties either for drilling and production, or for 
production of oil, gas or geothermal steam 
or water are not required to include the in- 
formation specified by this Item 2(b). 

Instruction 2: No information need be 
given in answer to this Item 2(b) if the reg- 
istrant qualifies for the exemption provided 
in Regulation S-X, §210.3-18(k), except 
that for the fiscal year ending after Decem- 
ber 25, 1978, and on or before December 25, 
1979, the availability of the exemption need 
be based only on the most recent fiscal year. 

Instruction 3: The definitions in Regula- 
tion S-X, § 210.3-18(a) shall apply to Item 
2(a) with respect to oil and gas operations, 
and to this Item 2(b). 

Instruction 4: Estimates of probable or 
possible reserves and any estimated value 
thereof shall not be disclosed in any docu- 
ment publicly filed with the Commission. 

{end of general instructions to Item 2(b)] 

Temporary Instruction to Item 2(b): This 
temporary instruction shall apply only for 
the fiscal year ending after December 25, 
1978, and on or before December 25, 1979. 
For such fiscal year, registrants shall dis- 
close (in lieu of the information required by 
Item 2(b)(1) below) the following: 

(i) The capitalized costs specified by Regu- 
lation S-X, § 210.3-18(k)(2), as of the end of 
such fiscal year. 

(ii) The costs incurred in oil and gas pro- 
ducing activities specified by Regulation S- 
X, § 210.3-18(k)(3) for such fiscal year. 

(iii) The revenues from producing oil and 
gas specified by Regulation S-X, § 210.3- 
18(k)(4) for such fiscal year. 

(iv) The data specified by Regulation S-X, 
§ 210.3-18(k(5) (“Disclosure of estimated 
quantities of proved oil and gas reserves’’) 
for such fiscal year. The instructions to 
Item 2(b)(1) shall apply to this paragraph 
(iv). 
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(v) The information on future net revenue 
from estimated production of proved oil and 
gas reserves specified by Regulation S-X, 
§ 210.3-18(k)(6) as of the end of such fiscal 
year or for such fiscal year, as applicable. 
This information shall be subject to the 
“safe harbor’ provision of Regulation S-X, 
§ 210.3-18(k)(6). 

For purposes of paragraphs (i), (ii), and 
(iii) of this temporary instruction, the ac- 
counting measurements standards reflected 
in the registrant's financial statements for 
such fiscal year shall apply. 

Registrants who are required to file docu- 
ments under the Securities Exchange Act of 
1934 prior to June 30, 1979, are not required 
to disclose the information required by this 
temporary instruction at the time the docu- 
ment is required to be filed. However, such 
information must be filed by amendment to 
the document no later than June 30, 1979. 
Registrants who file documents under the 
Securities Act of 1933 which become effec- 
tive prior to June 30, 1979, are not required 
to disclose this information in such docu- 
ments. Any document which does not con- 
tain the information at the time the docu- 
ment is required to be filed under the Secu- 
rities Exchange Act of 1934 or at the time 
the document becomes effective under the 
Securities Act of 1933 should contain as of a 
reasonably current date estimates of the fol- 
lowing: (1) Proved oil and gas reserves; (2) 
proved developed oil and gas reserves; and 
(3) oil and gas applicable to long-term 
supply or similar agreements with foreign 
governments or authorities in which the 
registrant acts as producer. The instructions 
to Item 2(b)(1) shall apply to the disclosure 
of these reserve estimates. 

This temporary instruction shall be de- 
leted from this Item 2(b) when the rules in 
Regulation S-X, § 210.3-18 become effective 
for financial statements. 

fend of temporary instruction to Item 
2(b)] 

2(b)(1)(i) As of the end of each of the last 
five fiscal years, (but not for fiscal years 
ending prior to December 25, 1978), estimat- 
ed net quantities of: (A) Proved oil and gas 
reserves; (B) proved developed oil and gas 
reserves; (C) oil and gas applicable to long- 
term supply or similar agreements with for- 
eign governments or authorities in which 
the registrant acts as producer; and (D) the 
registrant’s share of reserves of investees ac- 
counted for by the equity method. 

(ii) For each of the net quantities report- 
ed, the present value of estimated future 
net revenues, computed in accordance with 
Regulation S-X, § 210.3-18(k)(6). 

The following instructions apply to this 
Item 2(b)(1). 

(a) If these reserves are located entirely 
within the registrant’s home country, that 
fact shall be disclosed. If some or all of the 
reserves are located in foreign countries, the 
disclosure of net quantities of reserves of oil 
and gas and present value of estimated 
future net revenues (as required above) 
shall be separately reported for the entity’s 
home country (if signifcant reserves are lo- 
cated there) and each foreign geographic 
area in which significant reseves are locat- 
ed. Foreign geographic areas are individual 
countries or groups of countries, as appro- 
priate, for meaningful disclosure in the cir- 
cumstances. 

(b) Disclosure shall be given of the effect 
on ownership of reserves of any takeover or 
nationalization within the most recent fiscal 
year by foreign governments of properties 
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owned by the registrant, including any 
change of a property interest into a long- 
term supply, purchase, or similar agree- 
ment. 

(c) If any foreign government restricts the 
disclosure of estimated reserves for proper- 
ties under its governmental authority, or 
amounts under long-term supply, purchase, 
or similar agreements, or if the foreign gov- 
ernment requires the disclosure of reserves 
other than proved, the registrant should 
notify the Office of Engineering, Division of 
Corporation Finance, of the Commission. If 
the required information is not disclosed or 
if categories of reserves other than proved 
are disclosed for these reasons, the docu- 
ment should identify the country, cite the 
law or regulation which restricts or requires 
such disclosure, and indicate that the re- 
ported reserve estimates or amounts do not 
include figures for the named country or 
that the reserve estimates include reserves 
other than proved. 

(da) If no major discovery or other favora- 
ble or adverse event that is believed to have 
caused a significant change in the estimated 
proved reserves has occurred since the end 
of the most recent fiscal year, a statement 
to that effect shall be made; otherwise, an 
explanation of any such discovery or event 
should be provided, including, to the extent 
reasonable, an estimate of the proved oil 
and gas reserves associated with such dis- 
covery or event. 

{end of instructions to Item 2(b)(1)] 

2(b)(2) Any estimates of total, proved net 
oil or gas reserves filed with or included in 
reports to any other federal authority or 
agency since the beginning of the last fiscal 
year (or a statement that there were none), 
together with the name of the authority or 
agency and an explanation of the reasons 
for differences, if any, between such esti- 
mates and the estimates included in the doc- 
ument. This requirement shall not apply if 
the difference between the total reserve es- 
timate included in the Commission filing 
and the total reserve estimate filed with the 
federal authority or agency does not exceed 
five percent. However, a statement that the 
difference does not exceed five percent shall 
also be included. 

fend of Item 2(b)(2)] 

2(b(3)i) Net quantities of oil (including 
condensate and natural gas liquids) and of 
gas produced for each of the last five fiscal 
years and the net quantities of each re- 
ceived during each of these years applicable 
to long-term supply or similar agreements 
with foreign governments or authorities in 
which the registrant acts as producer, by 
areas no larger than the geographic areas 
used for estimated reserves in Item 2(b)(1) 
above. 

(ii) For each of the last five fiscal years 
(but not for fiscal years ending prior to De- 
cember 25, 1978), by the same geographic 
areas for which production data are re- 
quired: (A) The average sales price (includ- 
ing transfers) per unit of oil produced and 
of gas produced; and (B) the average pro- 
duction cost (lifting cost) per unit of pro- 
duction. 

The following instructions apply to this 
Item 2(b)(3): 

(a) Generally, net production should in- 
clude only production that is owned by the 
registrant and produced to its interest, less 
royalties and production due others. Howev- 
er, in special situations (e.g., foreign produc- 
tion) net production before royalties may be 
provided if more appropriate. If “net before 
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royalty” production figures are furnished, 
the change from the common usage of “net 
production” should be noted. 

(b) Any part of natural gas liquids produc- 
tion obtained through or from processing 
plant ownership rather than through lease- 
hold ownership should be reported sepa- 
rately, if material. 

(c) Production of natural gas should in- 
clude only marketable production of gas on 
an ‘as sold” basis. Production will include 
dry, residue, and wet gas, depending on 
whether liquids have been extracted before 
the registrant passed title. Flared gas, in- 
jected gas, and gas consumed in operations 
should be omitted. Recovered gas-lift gas 
and reproduced gas should not be included 
until sold. 

(d) The transfer price of oil and gas pro- 
duced shall be determined in accordance 
with Regulation S-X, § 210.3-18(k)(4). 

(e) The average production cost per unit 
of production shall be computed using pro- 
duction costs disclosed pursuant to Regula- 
tion S-X, § 210.3-18(k)(3). Units of produc- 
tion shall be expressed in common units of 
production with oil or gas converted to a 
common unit of measure on the basis used 
in computing amortization (relative energy 
content or gross revenue method). See Reg- 
ulation S-X, § 210.3-18 (e)(3) or (i)(3)iii), 
whichever is appropriate. 

{end of instructions of Item 2(b)(3)] 

2(b)(4) As of a reasonably current date or 
as of the end of the most recent fiscal year, 
the total gross and net productive wells, ex- 
pressed separately for oil and gas, and the 
total gross and net developed acres (i.e., 
acres spaced or assignable to productive 
wells) by the geographic areas for which 
production data are required pursuant to 
Item 2(b)(3) above. 

The following instructions apply to this 
Item 2(b)(4): 

(a) For purposes of this paragraph, one or 
more completions in the same bore hole 
shall be counted as one well. A footnote 
shall disclose the number of wells with mul- 
tiple completions. If one of the multiple 
completions in a given well is an oil comple- 
tion, the well shall be classified as an oil 
well. 

(b) A gross well or acre is a well or acre in 
which a working interest is owned. The 
number of gross wells is the total number of 
wells in which a working interest is owned. 

(c) A net well or acre is deemed to exist 
when the sum of fractional ownership work- 
ing interests in gross wells or acres equals 
one. The number of net wells or acres is the 
sum of the fractional working interests 
owned in gross wells or acres expressed as 
whole numbers and fractions thereof. 

(d) For those unusual situations in which 
gross and net data cannot be supplied, alter- 
native disclosure should be furnished that 
adequately describes the registrant’s pro- 
ductive wells and developed acreage. 

(e) Productive wells are producing wells 
and wells capable of production. 

{end of instructions to Item 2(b)(4)] 

2(b)(5) As of a reasonably current date or 
as of the end of the most recent fiscal year, 
the amounts of undeveloped acreage, both 
leases and concessions, if any, expressed in 
both gross and net acres by appropriate geo- 
graphic area, together with an indication of 
acreage concentrations, and, if material, the 
minimum remaining terms of leases and 
concessions. Undeveloped acreage is consid- 
ered to be those lease acres on which wells 
have not been drilled or completed to a 


point that would permit the production of 
commercial quantities of oil and gas regard- 
less of whether or not such acreage contains 
proved reserves. Undeveloped acreage 
should not be confused with undrilled acre- 
age Held By Production under the terms of 
a lease. 

Cend of Item 2(b)(5)] 

2(b)(6) For each of the last five fiscal 
years (but not for fiscal years ending prior 
to December 25, 1978), by appropriate geo- 
graphic areas: (a) The number of net pro- 
ductive and dry exploratory wells drilled; 
and (b) the number of net productive and 
dry development wells drilled. 

The following instructions apply to this 
Item 2(b)(6): 

(a) A dry well (hole) is an exploratory or a 
development well found to be incapable of 
producing either oil or gas in sufficient 
quantities to justify completion as an oil or 
gas well. 

(b) A productive well is an exploratory or 
a development well that is not a dry well. 

(c) The number of wells drilled refers to 
the number of wells (holes) completed at 
any time during the fiscal year, regardless 
of when drilling was initiated. 

(d) The term “completion” refers to the 
installation of permanent equipment for the 
production of oil or gas, or, in the case of a 
dry hole, to the reporting of abandonment 
to the appropriate agency. 

{end of instructions to Item 2(b)(6)] 

2(b)(7) Present activities, such as the 
number of wells in process of drilling (in- 
cluding wells temporarily suspended), wa- 
terfloods in process of installation, pressure 
maintenance operations, and any other re- 
lated operations of material importance by 
appropriate geographic areas. This descrip- 
tion of present activities should be provided 
for an “as of” date as close to the date of 
filing the document as reasonably possible 
or as of the end of the most recent fiscal 
year. The disclosure of wells in the process 
of being drilled should include only those 
wells actually being drilled at the ‘as of” 
date and should be expressed in terms of 
both gross and net wells. The disclosure 
should not include wells planned but not 
commenced, unless there are factors which 
make such information material. 

fend of Item 2(b)(7)] 

2(b)(8) If the registrant is obligated to 
provide a fixed and determinable quantity 
of oil or gas in the future under existing 
contracts or agreements, material informa- 
tion concerning the estimated availability of 
oil and gas from any principal sources. 

di) Such information shall be furnished as 
to current and future reserves and supplies, 
and shall: (A) Identify the principal sources 
of oil and gas to be relied upon and the total 
available amounts expected to be received 
from each principal source and from all 
sources combined; (B) disclose the total 
quantities of oil and gas which are subject 
to delivery commitments; and (C) indicate 
steps taken to insure available reserves and 
supplies are sufficient to meet such commit- 
ments. Such future information shall be 
provided for an appropriate period of one to 
five years. 

(ii) The term “availability” is used herein 
to mean an estimate of that quantity of oil 
and gas which can be produced from cur- 
rent proved developed reserves using pres- 
ently installed equipment under existing 
economic and operating conditions and an 
estimate of amounts that can be delivered 
to the registrant under long-term contracts 
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or agreements on a per-day, per-month, or 
per-year basis. This term is not intended to 
have the same meaning as “deliverability” 
as used by the Federal Energy Regulatory 
Commission in FPC Form No. 15. 

(iii) The registrant should develop disclo- 
sure based upon the facts and circumstances 
of its particular situation, including disclo- 
sure by appropriate geographic areas. Such 
disclosure should be in a form understanda- 
ble to investors and should include, but not 
be limited to description of the following 
factors: (A) Significant supplies dedicated or 
contracted to the registrant; (B) any signifi- 
cant amounts of reserves or supplies subject 
to priorities or curtailments which may 
affect quantities delivered to certain classes 
of customers, such as customers receiving 
services under low priority and interrupta- 
ble contracts; (C) any priority allocations or 
price limitations imposed by federal or state 
regulatory agencies, as well as other factors 
beyond the control of the registrant which 
may affect the ability of the registrant to 
meet its contractual obligations (detailed 
discussions of price regulation need not be 
furnished); (D) any other factors beyond 
the control of the registrant, such as other 
parties having control over the drilling of 
new wells, competition for the acquisition of 
reserves and supplies, and the availability of 
foreign reserves and supplies which may 
affect the ability of the registrant to ac- 
quire additional reserves and supplies, or to 
maintain or increase the availability of re- 
serves and supplies; and (E) any impact on 
the registrant’s earnings and financing 
needs resulting from its inability to meet 
short or long-te.m contractual obligations. 
See Guide 22 of the Guides for the Prepara- 
tion and Filing of Registration Statements 
under the Securities Act of 1933 and Guide 


1 of the Guides for the Preparation and 
Filing of Reports and Proxy and Registra- 
tion Statements under the Securities Ex- 
change Act of 1934. 

(iv) If within the last five years the regis- 
trant has been unable to meet any signifi- 
cant delivery commitments, describe the cir- 
cumstances concerning such events and the 
impact on the registrant. 

{end of Item 2(b)(8)] 


AUTHORITY 


These amendments are adopted pur- 
suant to the authority in Sections 6, 7, 
8, 10 and 19(a) (15 U.S.C. 77f, 77g, 77h, 
77j, and 77s(a)) of the Securities Act 
of 1933; sections 12, 13, 14, 15(d)- and 
23(a) (15 U.S.C. 781, 78m, 780(d) and 
78w) of the Securities Exchange Act of 
1934. 

The Commission finds that any 
changes in the amended rules adopted 
from those published in Securities Act 
Release No. 5967 have already been 
generally subject to comment and are 
either technical in nature or less bur- 
densome than previous requirements 
so that further notice and rulemaking 
procedures pursuant to the Adminis- 
trative Procedure Act (5 U.S.C. 553) 
are not necessary. 


By the Commission. 


GEorRGE A. FITZSIMMONS, 
Secretary. 
DECEMBER 19, 1978. 
{FR Doc. 78-35869 Filed 12-26-78; 8:45 am] 
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